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SURVEY OF CURRENT BUSINESS 3

An Economic Review of 1939

Introduction

N economic review of the year 1939 must largely
revolve around two not unrelated phenoraena—
recovery and war. Despite the sagging of industrigl
production during the early roonths, the year was
generally ome of expanded business activity., From
Janunry to Auguat the sharp improvement of the second
half of 1938 was being consolidated with sssurance of
better results for 193¢ then hnd been nehieved in the
previous year. The change from the end of 1938 to
August in most esopomic indicators was nod very largs;
neverthelees business was in & modarately rising phase
aven before the war in Eurgpe started.

It iz perhaps strangs 1o reeall, in the light of subse-
quent avants, that the emall magnitude of the recovery
of induvstrial production bsfore September, the ecom-
tinned weskness of commodity prices, the restrieted
activity on the stock exchange, and the comporatively
tow leval of enpital investment were widely attributed
to the threat implicit in unsettled politienl conditions
ghroad. When Enmpean war becawws o reality at the
beginning of September, its reperenssions on domestic
business wera anything but depressive. It changed the
moderata recovery into o aharp and vigorous expansion
that in its early stages had the characteristios of w
gpeculative boom, Prices of commodities and equity
shares rose rapidly, whila securities which were selling
on & yield bagis experienced a marked decline. A for-
ward buying movement developed immediniely and
was followed by a rize in purchazing of prodocers’ goode
that pushed production forwaerd at a spectacular rate,
By December, industrial production on an adjusted
bagis was the highesi on record. All this occurred
without a eignificant rise in exports—the area in which
the impact of war-resultant demands would be fovused
—ubntil the sherp, nonseasomal inereage in December,
Although the outlook wes heing viewed less optimis-
tically by the middle of October and althoungh the seeds
of a decline had already been sown, business aclivity
was mpintained st on expanded rate through the end
of the year. This marked business rise of the final
third of 1939 contributed materially to the sobstan-
tially botier results which the vear as o whole presenis
over 1638,

Expansion of the National Incorme.

An over-al! megssure of the improvement in 1939 is
afforded by the notional income. The net walue of
zoods and services produced during the year s estimatad
at 68.5 hillion dollers, a gain of 4.5 billion or 7 pereent
over 1038 nationgl income of 64 hillion doilars. As
averspes for prices and living cozte were little different
for the 2 yeqars, this change indicates quite accurately
the gain in real ineome. The year brooght n renewsl
of the upward trend in the nationel income which hegan

Jin 1933 and was inderrtipted omly in 1938, as can be
aeen in figure 2.  In eontrast with 1938, when business
entarprises draw heavily on accumulnied resourses to
moet their current income payments, firal data for 1939
ore expenied to reveal that business savings and losses
{defined as the aggregate of undistributed esrnings and
of daficite after the payment of dividends) were in
gpproximite balsnce. This alimination of business
drafizs, which amounied to approximatsly o billion
doilars in 1938, was secompanied by a rise in the volume
of income payments from 663 bilion dollars in 1938
1o 69.7 hillion in 1939 (gee Bg. 2).

The dollar total of income produced in 1939 eormpares
with fhe 1929 fgare of 52.7 billion and tha 1037 agpre-
gate of 71.9 billicn. The question of what this means in
tartes of renl income—that is, aotual goods and sarv-
iees—im & diffienlt one to anawer becanse of the shifis in
the types of income produced and the radically elterad
price structure. Evidence of & genarally related nature
indicates on a rough approximation that real inoome, or
the doller tota! adjusted for price changes, wae sbout
the samc in all 3 years. The 1939 national income of
885 billion dollars was approximately 14 billion less
than the record iotel of 1929. This 17-percent differ-
cnce, however, was nccompanied by differences of 1D
percent in wholesals prices and 15 percent in the cost of
Eving. XNeither of these price series is ndequate for
correcting the dollar figures for price chnnges, bud they
indicnie that the gquantiiy of goods and services pro-
duced in 1939 was very nearly the same as that of 1929,
despite the large variance in the dollar figures. Like-
wige, the difference belwesn 1939 and 1937 income of 5
percent must be sssociated with the wholesale price
decling of 11 percent nnd the reduction in the cost of
living of 4 percent,. Whal cannot ‘be lost sight of in
comparing income at both ends of the decads, howevar,
is the increase of population, estimsted to be about 5
percent, which mesns thet resl income per capits was
significantly smaller in 1939 then in 1620,

Az g yesuli of the higher rate of economic activity,
particulerly in the final quarter of 1939, the business
assnings for the year were far ahead of the 1938 results.
Dividend disburssments increased markedly in the finel
gquarter of 1939, and the total for tha year was $4,250,-
000,000, $550,000,000 highar thar in the praceding year,
though they weras considerably less than im 1937,
Interest payments in 1939 were not muoh different in
total from those in the preceding year.

Agrregate salaries and wages showed & marked rise
in 1939, oad Inbor's shave in the tofal flow of incoms
payments increased. The relatively sharper nse in
lghor income was in laree part the result of the morled
ineresse in sctivity in manviacturing, since lahor's
share of income in that industry is considerably abova

it portion in all indestries comnbined. The rise in
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labor's share of income flowing to individuals occurrad
acbwithstanding a 275 millice dollar decline in work-
relief wages. Pay rolis in manufecturing industries
alone are eastimated to hava increased by approxd-
mat?ly 1.5 billion dollars, or one-eighth, over tha 1338
tofal.
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All the major groups distinguished in figure 3 con-
tributed, though in worying degrees, $0 ihe material
improvemment in income during the past venr. Partic-
Wlarly morked was the increass in the contribubion of
the commodity-producing industries—those which ex-
perienca wide cyclical fluctuntions. Deapite the wide
gains over 1938, this group remained farther below ihe
recovery peal of 1937 thax the other producing groups.
Manufacturing industcy exporienced the lmrgest in-
crease, Comtract constiuction also improved, wud she
mining industry showed 2 gain despite the bituminous
coal shui-down of the spring. Agricutural income
experienced only a slight advence over 1088, and this
was traceable to » norked incressein government beane-
Eta. Incoma from maricetings of crops and livestock
- was 1.5 percent greater than in the preceding year,

The distributive industries also contributed notably
to the 1939 rise In nodional income, with steaw railroads
making the best showing on o pereentage busis, More-
ovar, the product of the distributive indusicies wos the
same &a the dollar total in 1987, The service industrics
ne o group huve experienced only minor changes ovar
the past 2 yoars, and for 1920 showed but litile im-
" provement over a gear sge. Covernment’s eonfribu-
tion to the national incoms was practically the seme in
1929 as in 193%; the regular pay rolls of the Federal,
Slate, and lacsl Governments continued to sxpand as in
recent years, bui this inerensa wog larpoly offset by a
considasrabls reduetion in work-relisf wages (not shown
in the chart).

Goavernment in 1939 was the ornly msajor ssctor of the
etonomy where the eontribution to the nationsl income
was lorger than ilie 1929 doliar volumme. The com-
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madily-prodocing induvstries 28 a whole had a dollar
condribution smaller relative to 1929 than that of othar
groups. '

Rige in Profits.

The improvement in business profitz was shared by
&l major groups, notably by ratlvoads, industrial con-
cerns, and public utilities. The rige in profita wes vary
substantisl in the l4si quarter, but, ¢ven in the firat 9
monthe, earnings were higher than during the cor-
responding pericd of 1938. The irend of profits of
indosirial corporations is indicated by the data in
figure 24, Although the entnings of this partienlar
group of esrporations averaged less in the first 9 months
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of 1029 than the losi-quarter paak of the preceding year,
the average for the first 9 months was 148.5 millien
dollore per guarter in 1939—more than double the
comparable average of 70.5 million in 1338,

The indicaled rate of earnings on net worth for the
industrial eorporations rose mosrkedly in the finel
quarter of 1939; the profite for this petiod were much
beiter than those for ihe yeoar as & whols, Dals dor
370 manufaciuring eorporstions, tabulated by the
National City Bank of New Yerk (ineluding those
whoze fiseal yesr clogsed prier to Dacomber 31} rovenl
thaf earnings in 1930 for thiz growp representad 7.5
percent: of net worth at the beginning of the year, or
about double the return of 2.6 percent calculated for
the sama group for 1038, For the year, the rate of
garnings was less than in 1937 becsuse of the com-
parstively hish returns wnder sonditions of sustained
activity during the first 8 months of ihé earlier year.
While additional reports are necessary to messurs tha
actunl changes, sufficient information is avaliable o
indieste thal cost-prise relationships are such that rising
rolumee have been aceompanied by sharply advancing
profita.

The Cyellcal Background,
- Of more interest and jmportance than tha gain n
income for the vear as & whols is the cyclical patiern
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of business during the year, the course that wes charted
az the yerr developed, and the economie stuation and
prospects as they appeared st the year and. A brief
diseussion of the eyclical background ie necessary for
sn understanding of this movement.

As is wall known, the Tacovery from the depression
lows of 1932-33 ended with 2 speculetive inventoyy-
price rise which resched its peak ehout the middle of
1937. Lewving sside the problem of the underlying
capsns of the movement from. July 1936 to April 1937,
the fasts are that Moody’s price index rose 22 percend,
while inventories were Iocreased from JFanuary to
Zeptomber of 1937 by probably more than 2,500 million

dollays, There ensued a precipitous decline during the -

latter part of 1937 in mest phases of economic activity,
snd this continued, though at a slower pace, for the
firet & or & months of the following year.

The sei-back in industrial production, sprared on by
& liguidation of inventories, wne particudarly large;
from peak to trongh, May 1937 to May 1938, the
Federal Reserve Board's unadiusted index dropped 37
parcent, with two-thirds of the decline nccounted for by
tha durable-goods component. The declipe in sensitive
prices wos of similar magnitude, as is indicated by
the fall of 35 percent in Moody's index from May
1887 to May 1988. No doubt these declines mag-
aily the severity of the recession in economic activity

. A more asceurate picture of rts Dmpoct is
indieated by the reduction of apprommately 12 and 10
percent in income payments and  nemagricultursl
employment, respectively, from the peak to the trough
in each of these series.

While thiz svidenes need not minjmbze the sharp-
nezs of the downewing ssperienced over o relatively
brief span, the foct remains that the movement for-
tunataly was not transformed into & vicions deflationary
gpiral. By the middle of 1938 the trend was definitely
reversed. This must ke attmbuted primerily {0 four
favorable eloments in the sitvation:

1. Copstruction activity was well maintained during
the preduction downewing and, although there was
gome dip in naw sontraets sworded in the seeond half
aof 1937, a charp and early pick-up—especially in
residentinl awarde—eama in 1938,

2. The volume of exports, even without the unusnally
heavy grain shipmments, held st a relatively high level
during tha fiseal wear 1938 and gave suppori to the
domestic business structars,

3. The net contribution of the Government to the
How of purchasing power was sharply increased under n
broad program designed (o effect 2 quick revival.

4. All effort wag mnde by the monetary authorities
to establish extremely easy condifions in the money
market, with the rosult thai interest rotes deolined
markedly.

As a consequence, a period of revival got under way
somewhere around the middle of the year, Stock prices
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tumed upr as early as May, and industrial production
hegan to rise perceptibly by July. In the sense that
production of new investment poods—even including
that represented by Government outlays—iormed a
emaller proportion of the national income than was
vsual during the 1920's or aven in 1936 and 1937, it was
9 consumption recovery. Upder this condition of
comparatively low volume of new investment, the
lower level around which prices hovared eontributed to
the magnituda of the expansion. With inventories
being liquidated at o much elower rate, industrial pro-
duction expanded rapidly. From June to December
there was o gain of 35 points in the Federal Reserve
index—g recovery of more than half the Jose of the
pravious year. The adjusted index of ineome pay-
ments! rose from 79.9 in May (1920 = 1{K) to 83.4 by
the end of the year, and there was a corresponding in-
crense in consumnption, &5 indicated by the data on
retail trade.

Business Pattern in 1939,

Developments during 1939 in various sactors of the
economic struciure form the subisct of the following
pages of this raview. Here, only the broad outlines of
the movement can be blocked ip, especially as they are
reflected in fluctuations in income payments.

By tha baginning of the yeor, the factors responsible
for the recovery in 1958 had spent their expansive pow-
ers. During the first half of 193¢ the economic ma-
chine was operating on o relntively even Lesl, allowing
for the usual scasonal movements. Of course, there
were changes—expansion in some apheres and contrac-
tion in others—but by and lazrgs they acted as offsebting
influemces. Construction activity, for example, was
expanding, while industrial production showed some
Consumplion was increasing slightly with
the eaming of prices; inventories were on e gentle down-
grade. But with private capital investiment not in-
creasing and with the Government program operating
at a steady pace, with inventories ot best & nautral feo-
tor and with no signifcantly added stimulus from
abroad, the sitwaticon essentially lacked sny dyoemic
quality. This can be seen in the movement of jncomea
payments from January to July shewn in figure 4,
During that period the fuctuations in this index wers
very slight.

Thus, the first balf of the year was not marked by a
real shangs in trend, from slightly down to slightly up,
s might be suggested by the change in industrigl pro-
dustion. Viewing the situation from the movement of
industrial activity, tha fivst half of 1039 appesrs mush
the same ns the corresponding peried of 1938, although
in the later yeor operations ware at a consistently highar
level. But-the difference is evident from the widening
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of the gap between the curves of income payments for
the 2 years 45 is shown in fignre 4. The fore part of
1938 was the apd of o deflationary movemsnt, whila no
deflating tondenay wns revenled during the cimilar
period of 1939.

In August, for tha first time in 1939, the adjusted
index of intome payments rose significantly above the
December 1638 fipare. Much bas been made of the
foct that economic activity was axpanding prior to the
outhreak of war, but it may be douhted whethar this
upward trend had fhe sizying powar io carry total
aetivity to an apprecisbly higher lewel. There was
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not much evidence of 4 sizable ineresse in any of the
basie demand faetorz which determine the yolure of
total production and employment. However that
may be, neither the character nor ihe magnitude of
the expansion which followed the cutbresk of war had
much to de with the pricr frend of mdustrial petivigy.

From tha very bepinning of hostilities thare was an
immeadiata and spectacular changa in the mifnation.
The pound, the frane, and related currencies depreci-
nted shorply in foreign-exchange markets as o larpe
volume of foreizn funds soupht refure in the United
States and ps officiel support wos withdrawn from
sterling. Early in September, commeodity prices bagan
o steap rise o3 a forward buying wave developed. Even
sonswners were sffected by the prevailing sentiment
to the extent of purchasing unusuzl supplies of staple
focdstufls. Orders piled up {or & broad range of semi-
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manuisctured and finished goods, and manufacturing
operations were stapped up to meet the new demsnd.
Naturally the producers of more staddardized rmnéeriale
felt the impact of the buying wave first; bot, after
saveral weeks, makers of aHl types of highly processed
eoods wers Teceiving an enlareed flow of new business.
Ag 5 comsequencs of the larege backlogs so quickly ae-
cumulaied, industrial production was stepped up at oo
nnusns] rade during Sepiamber and Qetober, By the
end of the latter month many industriee—jor example,
gteal, machina tools, shipbuilding, nireraft, rayon, and
paper—were operating at a rate which taxed axisting
capacity. '

The suddennass of the move i= a clear indication of
the extent to which it rested upon a changa in expocta-
tions. Ispecially in its initial phases the basis of tha
rise wes forward buying for inventory purposes in aniici-
pation of & rise in prices and a shortage of supplies that
was expected to resuit from the war.  As the produstion
rise gained momentum, there was a marked increasa in
the rate at whick business was making equipment com-
nitinents, slthough there wos only a small increase in
the volume of new factory contracts awarded. Bug
no materiol stimulus from abroad hed as yet developed.
Exports from Septamber 0 November did not advanes
maore thon sensonally, and on balencs little new foretgn
buying aceurred except in 4 fow lines, suoh ns aiveraft,
machinge tools, and trucks.

Within o relatively short time a calmer attitude camea
to provail as the real nature of the underlying situation
was apprehended. Sensitive prices reashed their penk
by the middle of Beptember and thereafter began to
eass off rorn their “highs™ The buying spurts in non-
durable goods and & faw semiflinished durables reached
s iop during September, snd by the middle of Detober
new orders for ibess sommeditics wars around their
August levels, For many durable goods, particulsrly
induetrial sguipment, new business was highar in Octo-
ber than in September, and in some lines was holding
at this improved level in Novambor,

Froduction was ineronsed somowhat further in No-
vambaer, but by the final month of the year there was
& slight (much less than the wsual szasonal) contrae-
tion. Toward the end of the year the high rute of
industrinl operations was maintained at the expense of
the enlarged backlogs of unfilled orders. Generaily
apeaking, vafiiled orders ware being redueed in non-
durable-goods industries by the end of October nd in
durable-zoods induostries by the end of Novsmber.
Draspite the rise in capital-gonds commitments and in
the astoal expenditures which oeeurred, inventories
wera being neeumutated st o rapid rate thronghout the
fourth gquarter of the year. Although thers was a
chonge from the highiy opiimistic sentiment of Sep-
tember during the final months of he year, the fecling
siill prevailed that the wor did moke n difference.
Frices of both commodities and equities remnined above



Febmary 1940

August levels, and thers was no disposition, as the year
ended, to shorten inventory positions.  Considering the
high rate of industrial operations snd the large incrasse
in ewrnings which was essured for the fourth quarier,
however, atock prices were weak froma the mmddla of
October to the end of the year, reflecting the doubis
which were being entertained about business prospacts.
Furthermores, there wore no signs of increased demeands
in the mearket for new cspital. The two most interasi-
ing developments dunng Desember wera & repewal of
the rize ip ¢ertain agrisultural prices and, for the first
month snee the war started, a signifieant increass in
axporta.

By way of summary it may be notad that the expan-
sion in aconomic activity which eame Auring the last
4 months of 1939 resultad in a spactaculsy riss in in-
come payments, the magnitude of which ean be seen
in figpure 4. On an adjusted basis the increass in this
index was from 854 in August to 89.8 in December.
What o rise of thiz magnituda mesns iz that by Decem-
her income payments ware being made at an armnal
rate of 73 billion dollzrs, comparad with the midsummer
flow of slichtly over 68 billion. A= A conBaquence cone
sumption incrensed duripg thi= period, snd, in fnot, at
ahout the same rate ag income payments, zlthough
both consywmption and income payments rase much less
than production.

The record for the year was thus one of progress,
greatly accelerated during the final 4 monéhs. At the
end of the year, however, the ecomomic situation was
dafinitely not one in which the hich December rate of
activity would be maintzined. The expanded volume
of production had been based in large part upon invest-
reent in inventory, and by the end of December it was
evident that that movement would not condinve much
longer. Hence, the prospecis for early 1940 were for a
decline in businesa volumes as the rate of inventory
ascumulation fell off. The reduced flow of pew orders
and the cutting down of backlogs pointed in this direc-
tion.

At the time, there did not appear to be any new
demnnd factors in immedinte prospect of sufficient
magnitude to offset a cessation of inventory investment
and thus to hold produstive activity at axisting levels.
Business investments, apart from inveniories, had
undoubtedly increased, bué the extreme quieb in the
new-issues market did not indicate expansion in this
sphers for the months ahead. The expoert returns for
December showed & large zoin, and prospecta az 1940
opened were for demanda from abroad to be much
laxger thon io the opening monthe of 1933, But the
probable incvease in this sphere during the sarly months
of 194G sould hardly ba large enough to fully ¢ancel the
inventory factor.
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Production
Industrial Production

The pattern of indvstrial production as shown by
the Federnl Beserve index of industrial production
was superficially much the same In 1939 as in 1938,
In the fivsé half of each yvear there was a emall initis]
dacling followed by & laveling off and equivalené recow-
ary, which left the midyear index at approximately the
openiog level, In the Intter half of each vear there
was & sharp advence that carned the index 15 a Decem-
ber figure approzimately one-third higher than the
average for the first hali. The only noticeable differ-
anoe te be seen in o chart of this index {see fig. 4) is that
the 1920 monthly values were more than ome-fifth above
tha corresponding monthly volues of 1938,

Anslysis reveals, however, that this similariéy is
indeed superficial, and that tremendouvs differeaces are
concenled within the similarity of the over-all move-
ments.  In 1038 the initial decling was the tail end of
the sherp recession that occurved in the last 4 months of
1987; it brought production te a point low smough to
make possible g liquidation of the inventories that had
bean neewmislatod up to the third quarter of 1937, In
1929, on the other hand, the movement during tha first
helf comstituted merasly a platenu in the renovery:
production amd eonsumption remsined closely in bal-
apee and thers was comparatively small ehange in tha
total voluma of inventories.

The recovery in the second half of 1928 was a rebound
from the depressed levels of the first half; incomer and
consumption had been rather well maintained, sad the
flow of goods through our morkets provided & firm bass
npon which to build & higher level of production. The
recovery in tha last half of 1939, oo the other hand,
reprasented & forging nhaad of production to lavels that
would allow the building up of larger inventories and
tha provision of some additional capacity through new
equipment; it was stimulsted by recollections of the
larye demanda ¢hat had beer made during tha 1014-18
war and by the speculztive urge to tzke advantage of,
or protecé againss, possible price increases or delivery
delars.

In short, the pre-war recovery from the 1933 lows
was based upon increased consumers’ outlays and larger
orders for Govarnment account, particulacly public
construchion; while the recovery after Avgust 1939 was
based upon producers’ efforis to anticipate needs that
would develop under conditions of large-scale war, In
1933 the genera] level had been lifted by increased nc-
tivity in lines ¢hat ultimately enhance the Mation's
consrmpion, and in the sharp spurt of 1939, it was
pulled up by sotivity designed to incrense the volume
of inventoriea apd the ultimnée level of production.
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The motivation, thesources of the greater fowof parchas-
ing power, and the types of situation at the opaning and
the cloze of these years wera atrikingly different in spite
of the similarity in the broad movements of the indez.
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Some estimate of the part played by tha warious
types of commeddities san be mada from the data in
table 1. 'This table indicates the extent of the increases
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from 1338 to 1939, distingmishing hetween changes in
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the anoual averages and changes from December to
December. Since recovery took place in two stages,
roughly in the latter half of each year, the commodities
maling the greater part of this recovery in 1923 show
relatively large changes from the 1938 dvernge €o the
1929 average, while thoss making the grester part of
their recovery in 1930 show relatively large changes
from Decemhber 1888 to December 1939, The latter
are, of course, the group whose recovery waz baead
primarily upon factors sonnected with the wear-stimu-
loted adwvanca,

It may be noted thet some of tha products listed in
this takle, such as steel and cement, show no important
differences as between the averaps snd the December
comparisons. Thess produets are, in the main, ma-
torials undifferentiated s to consumer or producer
uses. They fall into an intermediate positisn becouse
they ars subject to all the influences affecting produe-
tion in these years,

Table 1 alao provides cnmp&nscrns between 1939
production =nd the prospericy levels of 1929, in fases
wiere data are Available for both these years. Data
for 1928 rather than 1929 sre used for the December
comperisons, becanse of the large decline that took
place in the latter part of 1929, The most favorable
comparieons with 1929 are made by consumers’ gaods,
especislly products favored by special long-term
trends, such ns cigarettes, rayon, gasoline, and elec-
tiic refrigerators. Most consumers’ dursble goods,
the other hand, failed to teach the peak levels of the
1820°s, and imost producers’ goods were still lagzing far
behind, althoush this disparity was in many cases
greatly reduced by the year end. BSome commodities
that legged—eoal and silk, for exnmpla—were affected
by increasing competition from other commodities; and
special influences wifect a fow comparisons, such as the
changing seasonal for aulomobiles. The brosdest dis-
tnction, however, runs along con=umption and eopitsl
goods lines, and somewhat less definilely along non-
durzble and durable goods lines.

The tendency of durable goods to show a less sub-
atantial recovery may be obsarved in the Federal
Reserve indexes of menufacturing produetipn, which
are presentod in figure 5. From the baginning of tha
depression to the middle of 1539, durable-goods produe-
tion was in o definitely lower position. This may be
obgervad most readily in the sonval data. The 1929
durable average of 95 (1023-25~=100) was 22 percent
below its 1929 sverage of 122 and 1) percent below
its 1937 gwerame of 107, The nondurable avernge of
112 for 1939, on the cther hand, wes only 4 percent
below its 1929 aversge of 117 and wns approximataly
2 pexcent above its 1937 avorage of 110. This failure
of durable goedsz to reattuin iks pre-1930 level has boen
a fundamental feature of the great depression.

Under the stimulus of the SBeptember buying wovs,
howavar, the durable-goods index moved npward with
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exceptional rapidity and before the end of the year
exceeded the mora stoble non-durable-zoods index.
This bad gecirred only once before since the heginning
of the depression. m that earlier occasion, the higher
relative level for durable goods was accomplished, io
pact 6t least, because unondurable produciion bod
already begum the downturn from ite early 1937 higha.
On the present occasion the movement was only a
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mounth old, and Loth indexes were still moving up. By
December the durable-gonds index had reached a figure
of 141, approdmatcly 18 percent above the coarespond-
ing figure of 120 for the non-dureble-goeds index.

For the purposes of analysis, however, the nature
of the under[ying differences between the recoveries of
1938 and 1939 is obacured as well as clerified by the
comparizon of the indezez of production for durable
and for nondurable geods; for these indexes do not
diztinguish clearly between consumers’ and producers’
goods nud the separnte forces affecting cach. The
durable-goods index cannot be considered primenly an
index of producers’ goods; it is dominsted by sfecl,
automobiles, cemend, and related commodities, which
are destined dizeathy or through construction processes
to consumer as well a2 producer uses, Bimilady, the
nm-durable-gocds index, while mors direetly & con-
sumers” goods index, exhibits the effacte of inventory
accumulation in the post-war period; for example such
ascumnlation oceurred in textiles, the most importarnt
somponent of this index.

Producers’ Goods.

Estimnies of total annual outlaya for new plant and
equipment, a3 compiled for the Board of Governors of
the Federal Reserve Bystem, are presented in toble 2.
According to these estimates, total expenditures for
new preducers’ goods in 19382 were wp almost 14 per-

o —
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cent as compared with 1938, bub were sill almost 20
percent below the 1057 level. As in other recent yaars,
the comporisons are less favorable for plani than for
equipment expenditeres. Flant expenditures rose
about 4 percent from 1938, recovering only 15 percent
of the loss from 1887 o 1938. Eguipment expendi-
tures, oo the cthar hand, rose almost one-fifth from
1938 o 1839, recovering 40 perceat of the previous
loss. This difference should be typical with respect fio
outlays for these classes of producers’ goods during &
depreszion. Tha need for new squipment rises as old
equipment wears out or bacomes obsclete; bué fixed
plomt facilities are relatively permanent, and additions
ara not required until ouiput epproaches capacity lavels
axcept insofar as they are affected by the development
of naw indvstrias.

Takls 2—Eytlmated Fxpemliturss for New Duroble Producess Cande
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The movements of these expenditures within the
yenr are sven Inore important for an understanding of
the current situatiom than are ithe broad movements
of the subgroups as shown by over-all annusl estimates.
New business booked by many machinery roonufec-
turers i the fall of 1939 i= reported to have exceeded
¢ll previous records. Buoying for srmament programs
undoubtedly was o leading fneior, thouph accelerated
placamant of domestic orders oscwrred in many cases
in anticipation of price incveases, which, however, did
not materizlize, At the end of tha year, the backlog
of unfilled orders wos reported ag still at o high lave.

The index of machine-tool orders maintained o fairly
steady upward move from the 1938 lows éhrough the
middls of 1939, In the summer months, from Mey
through Auzuat, it stood at an avernpe level of 217
{1926 shipments=100}, as compared with an nverage
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of 210 for the first & months of 1937 and 88 for the first
6 months of 1526, This index was not published after
Auvpust, but it was sonownced that the previous high
record of 283 in Apnl 1837 wns surpassed in the later
months of 1939, This tremendous burst in petivity
was the very center of the war boom. What requires
explanation is the early bigh levels; and in that con-
nection, armament programs agsin appesr, especially
In foreign orders and aireraft, although the earlier
shift to the new models in the autemobile industry
alao made gome eontribution.

Mozt other monthly date on machinery and agunip-

ment show a more definita distination between trends

in the early and in the latter part of the yaar. The
flow of new ordera—as indicated by data for such itemns
as foundry equipment, iron and sieal eustings, sieel
cffice forniture, giv-condifioning equipment, punps, ond
transmission #nd distribution equoipment—graduslly
moved upward from the 1835 lows through Avgust of
1939, and then jumped abrupiy in Sepfember to an
wverage leve! for the last 4 months more than 5O
percent above that prevailing during the first 5 months,
Railroad-aquipment br ying remeined depressed through
Angust; unfilled orders for freight cars averaged less
then 8,000 in this period, as compared with an aversge
of 8,000 in 1958 and 31,000 in 1937, In September and
October, however, unfillad orders increased sharply,
the fipure for the latter month being 29,000, compared
with the 1927 hiph of 46,000. Agricwltural-equipment
sales for the fscal yesr ended October 31, 1939, were
reported by Barron’s to have been move than 10 percent
below the previcus Becal year; sales in the last 2 months
of 1038, on the other hand, were reported to be more
than 60 perceat higher than the last 2 months of 1938,
In general, 1t appears that so long aa incomes remained
low and capacities sinple to meet current needs, there
was little incentive for inereasad equipment installation,
but when increased needs were anticipated and brought
prospecis of rising prices, there waa 4 rush fo carry
out plans for improving produative facilities.

Other Durable Gooeds.

The production of othar durable goods also incransed
substentislly in 1030, but the frend was in most in-
stances not so sharply affested by the ontbresk of war
as was srue of producers’ gnods. Consumers’ incomes
had recoversd substantislly in tha Iast part of 193%;
construction for houszing snd Government account had
moved to higher levels in thie enrlier period; and rear-
mament programs wera well nnder way in the early
part of 1930, Trends in the varions industries moes
divectly affected by these Tactors therefore exhibis rale-
tively grester continrity throughout the year than thosa
brought only to reeovery levels during the iatter part
of the vear,

The aireraft and shipbuilding industries hoeve been
dominated by the intermmtional situation for several
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vears, 'The recession of 1938 had little affect on either
of these industries, The aircraft manufscturing in-
dustry has axpanded te record levels by reason of large
Government and foreign orders for militery planes,
As o result of these combined large demands, the in-
dusiry shows an accelerating increase in empioyment
thvoughout the year, with Decamber almost 24 fimes
28 high as January, when the number employed was
about equel to the record 19237 average. The end of
the yesr saw the industry working at eapacity on an
unprecedented backlog of -unfilied orders. The ship-
building industry was bolstered by the ncceleration of
the building program of the Maritima Commission in
Septamber. Ships onginally scheduled for 1940 were
placed wnder contrast at that tima. At the year ond,
total ‘tonnage under construction in Americen ship-
yards was the highest sines 1920, In addition to mer-
chant ships of nearly 1,200,000 grozs tons, naval vessels
of 498 000 tons were under construction on Irecember
31, of which 239,000 tons were in private yards. The
demand for merchant ships may be restricted somewhat
ihrough the application of the cash-and-carry prowi-
giome of the neutrality legislatiom, but the contracts
elready placed assure a continued high leve! of activity
in shipbuilding yards for some time.

Building materials were also produced in incressing
quantities during the year. As indicated in the sec-
tion on construction, residential building and public
works were primarily responsible for the comparatively
high depnand of the esrly part of the yeer. Stimulated
by the risa in construction, production of most building
materials rose in 1939, Cement produstion was more
than, 15 percent above the 1033 aggregate and was
spproximetely 5 percent higher than in 1937, Lumber
production was up slmost 16 percent from 1938, with
the increases wall distributed throughoui tha year,
Other building matenals behaved in much tha sama
general manner. Practically all elay, gypsum, and
glass products used in construction showed subsian-
tial increnses over 1038, ofien reaching post-depression
highs.

Produetion of consumers’ durahble poods is generally
geared to salea. As indicated in the section on refail
trade, many faotors wera operating to stimutate con-
sunters’ purchazes in 1039, baforz as well as after the
outbresk of war. The movement in produoction was
somewhot sharper because of inventory changes. FPro-
dustion inereazed markedly, but remained well below
previous peak levels for most items—for exampls, auto-
mokiles, refrigerators, and washing machines. The
Fuoderal Reserve index of automobile produetion shows
an avarape of 91 in 1939, as compared with 63 in 1938
and 121 m 1927, Thiz larger volume was more avenly
distributed through the yeer than was the case with
mosh other eommodities, tha first helf avernging 42 per-
cent higher than the 1058 monthly everage, on an
adjusted basis, and the second half 47 percent higher.



February 1D

The la=zt quarter probably would have averared much
Ligher axeept for the industrial disputs that held up
production of onglurge company in October and Novem-
ber. For this renson, also, field stocks of new cors at the
end of 1939 were i a fairly low level in relation o sales.

Metnls and Mitbizals,

Metal and minarad products go into o wide variety
of uees, and the pattern of production for thess prod-
ucts is generally imtermediate between those of tha
various uses io which they ara put. For this reason,
the charncier of the general econormic movement cannok
be appraised from combined data for these products,
which includs production for ell uses. The group as a
whole is very important in the sggrezate, however, and
reflects the combined movements of finished-goods
production.

For example, steel goes into consumers’ goods such
a5 automobiles and tin cans, inte producers' meckinery
snd eguipment, and inte construction projecta of all
kinds, public as well as private, In 1939 practically
all consuming industries took moxe steel thon in 1938,
Aftar rising to an intermediate peak of ahout 60 poreent
of capacity in November 1938, steel operations began
te recede, reeching o low of 47 percent of cepecidy in
Moy 1939. From May 1o August thera was a gradual
racovery thut returned production to 50 percent. After
the outbresk of war, o large backlog of unfilled orders
was pecumuloted, and production rapidly meoved up
te & record level. In Drecember, the Federnl Eesarve
ateol index {ndjusted) stood at 178 (1923-25=10{}, as
comparad with 151 in July 1020 and 144 in Aogust 1037,
The initial spurt in buying quickly spont ifzelf, howevar,
and new orders subsequently dropped, so that opers-
tionzs during Decemnber cat into backlegs. ' Moreover,
einee the rnte of praduction wae higher than thet of the
movement nto consumption, ateet inventories were
accumulating in the steel-consuming industries,

Norferrouz metals, on the other hand, show mush
mora dafinitely the type of upsurge in the last 4 months
that wes ¢haracteristie in the producers’ poods indus-
tries. Output of refined eopper was 28 percont higher
than in 1938, In-ihe finnl quarier of the year, brass and
bronze mills were operating practieally et capeecity, and
deliveries of ingots and billets were almoat twice those
prevailing in the first 6 months. Lead and zine also
show large incresses in production, rising 22 percent
end 1B percené, respectively, above 1938 #figures.
Refincrs’ stocks of both these metals were halved in the
last 4 months, although preduction of zing in the last
quarler rose 30 percent abova the first-half averags.
Lead production rose ahout 256 porcent on the same
comparison. The consuming industrics, in ether words,
wers taling unonforrous metals 1o the late months of
the veor ot o ratc well above the high rute prevaling
in these industries in the pra-war period,

A diversity of influences appesrs alse in the predue-
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tion of fuels, Produetion of bitumineuz eoal in 1939
was 14 percent larger than in 1938, but was still 12
pereent beiow 1937 and 26 percent smailler than in 1929,
Output was reduced dvering the mine tie-up doring
April and May.  1In June, affer the industrial dispute
had been terminated, output rebounded to the high
levels of the sarly part of the year, and after the oni-
break of way in Europe, production went on io & level
in the final quarter thet was exceeded in recont vears
only at the 1936-37 peale. Coke production rose even
more sharply at the year end, reflecting ithe higher rate
of steal operations. The high biluminous ecal ouiput
in. the last 4 moaths was sufficient not ondy to meet the
eolerged demand but also to bring stocks, which had
been reduced admosi 4 percent during the induatrial
dispute, above the figures of a year earlier,

Cutput of refined petroleum products maintained a
gtendy upward trend through 195%, reaching an all-
time high for the yeor and aversging 8 percent ahova
1938, This resulted in almost continuous additions to
stocks of pasoline. Crude-petroleum ountput for the
¥Year was up 4 percent from 1938, but was under the 1937
total; production in Awgust woas about ons-fourth
below the average for the year, as oil wells in major
producing areas were shué down by official order to
pravent haavy supplies from driving prices down. In
the last 4 months, however, produstion moved up to
new high levels. In December, cutput was spproxi-
mately 3 percent above the previcus high of August
1927, At the end of November, stocle of refinnbla
srude oil, at 234 million barrels, wore about 40 millisn
barrels lower than o year before, and of this redustion 32
millicn barrals wera acecuntad for by the August shut-
dowm. Odher petrolewm products also show improved
inventory positions as comparad with gasoline. Higher
demand for such produets and improved refining tech-
nique which proeduces more gosoline per barral of crnde
oil are responsible for thie trend.

Mondurable Goods,

Pradustion in nondurable lines normally is based
upon enrrent lastors of supply and demand, rather than
npon & eysle in the necomulation and wesring sway of
supplies. Where production echedules ara flexible, puar-
chases by eonsumers are generally the determining fne-
tor; but 26 fimes production deviates significantly from
the leve] of conswmption by resson of changes in inven-
tories. The resent larpe uptwrn in some nondorabla
{inas must at least in port be agtributed to this faetor,

The Federal Reserve indax of textile production mse
sharply in 193%. The averaga of 114 for the year was
about one-fourth higher than the 1935 avernge and
was higher than that for any ofher calendar year since
1929, Im December the adjusted index at 123 wos
two-thivds above the ow of 74 in Aprl 1928, Sinca
the average for the last quarter of 1938 wis abhout 111},
mure ihan three-quarters of the total recovery occurrad
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in that year. For the first 7 months of 1838, production
remained nesr, theugh slighily below, that at the ¢lose
of 1935, snd did Dot break inte new highg round wotil
Ausast.

Cotton consumpiion, after rezching a low I April,
when the adjuzted production index was 104 (1925-25=
100) moved up stendily; by December the a.d]ust.ad
index was abott ths same as the previovs record, In
December 1936, Production of woolen goods alao
was naar o racord in the last 4 months of 1939. Rayoa
yaro moved into zew high ground, & coninmation of the
long-term upward trend, The major part of the in-
creass in output of rayon yarn geowrred in the latter
half of 1038, rather than in 1939; the average for tha
yonr shows an incrense of 2% percent, while the average
for the latter half shows an incrensc of ondy 16 percent
over the corresponding 1938 levele.  Silic consumption,
in contrast with that of other textile fibars, was smallar
in 1939 chan in 1938. Thers was o temporary bulgs
in deliveries to miils in Beptember snd October, but
this was more thap wipsd oub by o major contrantion
in the next 2 monthe, Inventories of textile products
were considerably higher at the snd of the year.

Production of foodstufis on the whole appears to
hava been somowhat higher m 1939 than m 1938,
ajthough the larpest inoreases were confined to speeoinl-
tisg. The inventory pictura iz somewhat confused.
In tha early part of the yoar, a considerable amount
of inventory linuidation appears io have taken place;
thizs waz in many cases offset by later secomsdation.
Year-end invenbories in some inatances are reporded
kigher, and in some lower, than Ehose of the preceding
¥ear. The Federal KEeserve index of slanghtering and
meat packing shows preduction lower in the eorly part
of the yesr nnd higher in the second helf, capecinlly in
the Iast guarvter., Dollar-velue inventories of pork
products are reported higher; no incresses are reported
for some other producis, but larger tonnage may be
uffset by lower prices.

Peper production is perhaps o more significent indi-
cator of general trends than many other nondurable
goods, becauss of the yariety of uses into which paper
goes. In 1989, totel production for all types waa about
18 percent higher, with gains fairly well distributed
throughout bué increesing during the fourth guarter,
Little ndvance from the November-Dacembar 1938
lave]l was made by the newsprint produciion series.
Inventories of newsprint ended the year substantially
above 1838 after mopthly incresses hegaming in Apal.
Totol papar production, exeluding newsprint and paper-
board, was up 12 parcent; much of the gain wes due to
the 1938 ipcrense, so that the laveling off in the early
part of 1939 lsft the third-quarter totals about equad;
but production tovk n new spurt in September and
ended the yeer at o record high. The Eurepesn war
earried the threat of restristed pulp supplies and rising
prices forsome types of poper, which led torapid inventory
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pecumulation by most consumers. An vousuolly large
rise in shipments of paperbosrd containers aftar Augush
probably indicates sfocking up, not only of such contain-
ers, but also of the products ordinarily shipped in them.

Agricaltural Qutput and Income

Produstiom of agreultural commodities 38 generally
dominated by factors that de not respond readily to
changes in the general economie zituation. For most
crops the acresage harvested in 1039 was uwousually
smakl, but yislds per acre averaged highar than in any
other of the last 25 yearm except 1937, The higher
yields providad an aimost complete offsat to the redue-
fion in acresgs, so thai production f2ll less than 2 per-
cent below tha 1938 totst. Furthermore, large sur-
plozes of wmany arops were earried over, and nvailable
supplies continued heavy.
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A larga part of the reduction n acresge wus in the
Great Plains region, where doought condigions still
continue. Heavy losses of crops, s well as reduced
plantings, were responsible for the large reduction in
harvests in this sarea. -In & half dosen States of this
region, which normally have a fifth of the crop acreage
of the country, nearly a =ixth of the screnge was lost,
ood the yields from a large portion of the harvested
nren were extremely low.  In other regions the primary
factors in bringing about the reduction in acreags were
depressed prices snd lerge swrpluses aé plontng fime,
and rore gemers]l semplisnce with the adjvsiment
program than i previons yeors. :

The index of vield per acre for 27 important erops
stood at 1127 percent of the predrought (1923-32}
avernze. This yield represents sn increase of sboud I
percent over 1938, and was excgaded only in 1937, Con-
tributing 60 these results ware the continvance of
Favorable wanther conditions in most areas and the in-
orepsing uss of more productive sgricultural techniques.

Produetion of all whent #n 1939 is estimated »t 755
million bushels. Thiz is about 19 percent smaler than
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the large 1938 crop of 982 million bushels, but is
glightly larger than the 10-year aversga from 1023-37.
SBupplies are only about 74 million bushels smaller than
a yenr garliar, however, bacause of an increpse of about
100 million bushals in the carry-over. A redustion in
exports and in the quantity of wheat fed to livestock
in 193940 is expected to result in a esrry-over on
July 1, 1940 of between 275 and 300 million bushels as
compared with 25¢ million 8 year earliser,

The production of corn for sl purposes in 1939 is
sstimated at 2,619 million bushels, about 2 percent
higher then in 1938 and 13 percent hipher than the
1928-37 average. This increese of 2 percent was ob-
teinad despite a 4-percent reduction in aecrsape, Un-
nseally heavy yields wore obisined; smong the most
prominent factors in improving yielda were the in-
creasad planting of high-yielding hybrids, the restric-
tion of planting to mors fartile land, near ideal weather
eonditions, apd the increased use of power machinery.
The 1939 vield per harvested acre of 28.5 bushels was
the hiphest since 1920, Total supplies on hend were the
iargess since 1932,

Daspita zeduction in total acresge picked o the
sroadlest figure io mors than 40 years, the 1939 cotton
crop of neardy 11,8 million bales was nlmost as large
as the 1938 erop and was less than 15 percent below the
1828-37 averzga. © Yields were unusvally high; the
avernge of 236 pounds per acre was exceeded only in
1937, The world supply of cotion remains only a
littls under the 50 millien bale record high supply of
each of the two preceding seasons. The world cotéon
carTy-over on Augnst 1 will probably ke only a libtle
smoller than the exceptionally largs carry-over of 21.5
million bales lask August. Of this carry-over at the
end of last season, shout 14 million bales were Ameri-
can cotéon, the largest carry-over on record.

Tha lergest tobacco erop on record way produged in
1939, amounting o 1,770 million pounds for all types
combined, The 3ield per ncre of shoud 311 pounds
satablished & new high, and the senson's acresge was
the fifth largest in history, resulting in sn ineronsaof 20
percent from I338 production. Presstite on prices
rasulted from British mensurss to restriet imports, as
well az from the heavy supply.

Tha upward trend in sonsumption of fresh fruits and
vepetables continned in 1939, The total gross tonnage
of 13 major fruit crops in the 1939-40 senzon was only
ahout i percent less than the record tonnage produeed
in 193738, and nearly 2 percent shove the total for
laet year. Production of 17 truck evops markeied fresh
in 1929 was the larpest on vecord. The fotal tonnage
uf wegetables produced for conning deelined about 10
percent from 1938, with high yields partially offseting
the mueh larger decline in aereage that resulted from
last zpring’s heavy stocks of canned vegetzbhles. At
present, such stocks are well below the farge carry-over
of last year. '
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In livestock and derivative products, the feed-price
product-price cycle hampered efforfs fo prevent sur-
pluses. The pumber of animel units va farms Is abous
squal to the nveragze of 138 million for the predrought
period of 1928-32. The totel number has bheen esti-
mated at 136 million [or 1939-40, as compared with 127
millicn for 1938-30. Bupplies of fead confinwe planti-
ful, however; estimates place the total, axeluding hay,
on Detober 1 at 115 million tons, az compared with
110 million tons on October I o year anrlisr. On this
basis, the supply per animal amounts to 0.85 fon this
year, a3 comparad with 0.87 ton in the provious year.
The eomparable fignre for the pradrouvght period was
0.77 ton, indieating that feed supplies remain relutively
latge despite the recovery of [arm-animal population to
pravicus levels. A still larper number will probably
be fed in 194940 than in the precediog year, and mar-
ketings can he expected to increase. As a result of
vecent price changes, bowewer, the vatio of livestock
pricee to feed pricez is now unfavorable for feeding
livestock; if thess changes prove permanent, 1940
should sae & reversal in the recent vpward trend in
farm animal population.

The total spring and fall pig crops amoeunted to
ghout 84 million hesd, or nboub 13 million more ihan
in 1933, This tots]l marks the return of production o
tha predrought level. Exporis of pork and Jard in-
creased more than a third in 1930 as eompared with
1938. While foreign salss may be o factor of strength
ir 1940, increased domesiic consumption mey be an
even more important factor in moving the large supply.
Thess products have been added to the list of surplus
commeodities under the Food Stamp Plan.

Mozketings of poultry and eggs were ahout # percant
higher in 1939 thon in 1938. On November 1 there
ware about 4 percent more layers than on the corre-
sponding date o yesr esrlier. Ezge per layer were onky
glightly down frem the previous year's high record, so
thai total egg production was about 3 percent highar
then the previous yeor snd 24 percend higher than the
I0-year Novamber 1 average.

Thairy produets also show the effects of tha continu-
ing upward trend in ¢onsumption. Consumption of
butter and of avaporated mi k made new high recorda
in 1929, much of the neresse in bulter ¢onsumpiion
resuiting from the distribution of this food by the Fad-
eral Surplus Commodities Corporation. Milk produc-
tion &#lso made a new record in 1939, with the total of
111 billion pounds sxceeding the previous record of
1938 by about 1 hillion pounds. Af the end of 1920
thers were more milk sows on farms, and supplies of
feed wore ralatively larps, The inventory position is
much improved with respect to most dairy produets,
however. Cold-storage stocks of butter totaled 128
million pounds on November 1, sbout 34 percent less
than the exeessively lorge stocks of 8 year earlier, and
stocks of American cheess were the amunllest sinca 1932,
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Cash Farm Income.

Cash farm income from marketings snd Govermment~
program payrments was up § percent from the 1933
level. Estimstes for 193% show a total of 5.5 billion
doliars, as compared with 8,1 billion in 19338, Figure 6
presents the ndjusted index of income from marketings
and the index of prices received by farmers. The broad
movements of the twe seriss were In 4 general way simi-
lar in 1939, except that the income serice Huctuated
more widely. Throughout the firsé 7 months, income
drifted toward lower level2 and ther advanced sharply
in August, just abead of the war-stimulated general
upsurge. The advance continued into September; and
aftor & minor decline to Octaber, the adjusted index
leveled off, with the monthly average for the last quar-
ter nbout ona-sizth higher than in the earlier part of the
yezr. For the year as a whele, income irom marketings
of farm produets of 7.7 billion dollars was up only
slightly from 1829. Thiz increase was sonfined entirely
to the crops subtotal, the lLivestock groups remaining
unchanged. Within the livestock group, small gains
in ingome from mest animals and wool wers offset by
declines in income from dairy producis and pouliry
and sgge. In the crops group, the small gning made
by fruits and vegetables were partly offset by declines
in cotton and tobases, and the total income from mar-
ketings of grain rose about 8 percent. '

A new program designed to incresse income from
mazrketings was inaugurated by the Government in
1929. TUnder this progeam, blua stampe which eon ba
usad only to purchase surplus farm produets are issuad
to needy families, to an amount equal to one-half of
their expenditures for other food-stare products. In
addition to increasing sales of surplus farm products,
this program is designed to improve the diets of needy
families and o stimulate business in the normal chan-
nals of trada which it utilizes.  In 1939, however, opera-
tions under this plan were limited, and its sifects on
inrm incoma were comparatively unimportant.

More directly influencing farm income were price
parity and conservation payments by the Government.
fn 1999 such payments smounted to $307,000,000, an
increase of $325,000,000 from the total for 1938. This
was equivalent to $112 per farm and $24 per person
living on farms, and represented an addition of nver
10 percent to total income from marketings.

Consumption
Retail Distribution

The flow of goods to consumers is datermined by
consumer incomes and the willingness of consumers to
utilize available funds for gonsumption purposes. Up
to the outbreek of war, the improvement in sales
appeared to be dependent upon the intrease in incomes.
From the 1038 lows, incomes had made relatively
steady upward progress throueh the Iast half of the
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Fear ang then had Jeveled off; similardy, thera was &
sherp incresse in retail salez in the latter half of 1938,
which wos followed by a leveling off, during the first
half of 1939, In che latter half of 1339, on the other
hand, sales responded to the new increases in income
flowing from the war-stimulated expansion in husiness
activity. Hearding of o few cotamodities by corsumers
was supposed to be the basiz of sharp, though tem-
porary, bulges in sales and prices of such ataples,
The threat of proapective price advances probahly
influeaced some counsumear provision for fufure neseds
in & number of durable and semidurable Yinas.

Tha pattern of retoil sales within the year was almest
identical with that of ingome payments. Thers was a
sidewise movement from Jonuary to July, and then &
steady rise to the end of the year whicl corresponded
with the riss in incomse payments.

Table 3 presents estimates of total sales by types
of retail outlat. Total relnil sales ava astimated st
37,950 milliox: dollars in 1939. This tofal i3 T parcent
above the total of 35,425 million dotlars for 1938, but i
b peresat below the total of 22,930 millien dollares for
1037. Singe retai} prices were lower in 1939 than in
1837, however, 2 large propartion of thiz desline from
that year, sspecielly for nondurable poods and foods,
must be attributed o lowsr prices.

Tabls 3.—Estimated Retall Safea, By Kindw 67 Eusioess
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All lnes of refail trade sbowed jocreases inm 1930
over 1038. 'The largest gains were mada by the dur-
able-goods lines, which had declined the most from 1937
to 193%; these groups made relatively poor showings,
however, in terms of the comparison with 1937 levels,
which they failed to reach by n subetaniial morgin:
The effects ofspacial longer-term trends may be observed
ng influencing ¢he soles of various other groupe; mail-
order sales, Alling-station sales, variety-siore Bales, and
beer and liguor store sales show favorable compariseny
with 1887, while salss of farmer'a supply and ganeral
stores were diztinetly below the 1937 level. Thea
influence of prices on the total volne of sales in 1939
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was also important; the smallesi gains from 1935 to
1929 wera mads by filling stations and by all outlets
handling foodstuffs, prices of which were wealkest, at
least until tha outbresk of war in Europe.

. Figure 7 shows {he monthly trends of new passenger.
car sales and of department-store sales, adjusted for
seasonal variation. After o high first quarter, suto-
mobila sales fell back more than halfway to the 1938
average Ievel and (hen stabilized uoil sféer the intro-
duction of the new models. . This stebility was sue-
ceeded by & sharp upward movement in the lnst
quarter thaé carried the index in Decernber up to the
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Automabide Safea, T 5. Departrnedt of Comnmaree: Department-Siomm
Salsr. Board of Governors of the Federal Rossrve Syatam).

1957 averege. The year as & whols was up mora than

o third from 1938, but was still 16 percent lower than

in 1937; it was about 8 porcent above 1035 and I4

pereent below 1036, Singe the highest proportion of
trade-ins fends to coms in the second or third years,

1839 should have obtained the banefis of the mavimum

trade-ins from the recent peak years 1936 and 1927,

The low jevol of aales in 1938 may also have contributed

to the higher leval of sales in 1939, inoreasing tha num-

ber of potentinl buyers who dezired a new car boi were
unwilling to make eommitments whils insomes were at
dapressed ievels.

A more typical pattern of retail sales ig thai shown
by the department-store index. Afier the small initin)
decline, sales moved up to & new post-depression high
at the end of the year, Thiz upward swing was only
glightly larger than the sdvance in the Intser half of
1938, so that the margin of gain in 1939 over 193&
remained {nirly stable throughout the late months of
the year. Salas of such arfcles as furniture and ap-
pliances were undoubtedly aifed through the yenr by
the higher level of residentizl construction aand iis
oounierpart in naw homes being established,

Installment Sales

" Use of inztallment credit bos been extended In recent
yFeurs largely as an instrument of retail competition.
Teday there are virtually no limitations on the types
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of merchandize available for immediate use on daferrad
payments.  Antomobile sales, however, aecount for
ebout 60 percent of installment-aales volurqe, and other
durable goods, primarily howssheld appliznces and
furniture, account for a large proportion of tha re-
mainder., The extension of installment credit on *'soft
goods” iz & recent development that was greatly ox-
panded in 1939, bus ils importance ¢eoncé be ade-
qualely appraised at this time. There was also some
easing of terms in 195%. Down payments were elimi-
nated, and the period for repayment was lengéhened
for some durable poods ofher than automobiles; but
this is caleulated to have had little effect on sales of
such goods.

According to preliminary estimates, the total voluma
of installment sales in 1239 wns approximately 4,200
million dollars. ‘This represented an incresse of 00
million dolizrs, or more then & fourth from the ot
of 3,200 milion dollars for 1938. It was still 400
millign dollars, or apprommately 9 percent balow the
total of 4,800 million for 1937, These changes in in-
stallment sales are much larger than the corresponding
changes in the total volume of retail seles, sinee durable
goods copstituie the bulk of installment ssles. The
grenter tangs of flustuation of deferred-payment sales
appears to be their most important cheracteristic; thus,
in 193D they provided ezpansionary influence in the
movemants of incomes sod congumption, ss sontrasted
with tha depressimg influence of econsumer installment-
debt linvidation in the praceding yeer.

A sueeession of annunl inerenses in retod installment
sales served {p increase year-ond ouistanding consumer
debts on such acecunts from about 1,004 million dollars
atb the close of 1932 to perhaps 2,750 million dollars at
the close of 1337, The sales decline in 1938 produced a
net liguidation of parhaps somewhat more than 500
million dollars between the yeor-and points of mensure-
ment. The sharp 1ise of installment volume in the
cloaing months of 1938 probably teriminated this liqui-
dation. A preliminary estimate would place consom-
era’ ratail installment obligations at shout 2 500 million
dollars ot the end of 1939, somewhat below the recent
high poinl at the cose of 1937. The agoregate ¢on-
awmer use of ¢redit dueing 1939 was much laresr than
these figurea indicate, as ratail charge accounts and loans
of consumer-cash lending agencies sre not included in
the retnll installmeni-credit datn. 4 roush estimate
places the net incresse In total consumer debt during
193% at something in the neighborhood of 750 million
dollars, of which about half is represented by the in-
crense of reail installment diebt Alone,

Wholesale Trade

Gales of service and limited-function wholesalers dur.
ing 1939 are estimaded at 20.7 billion dollars, or approxi-
mately 9 percent higher than the 1933 total of 19.0
billion. Quarterly aales show increasing gains for ench
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sucoessive gquarter of 1039; the first quarter was only
about 5 percent higher than ihe first quarter of 1938;
the second quarter wus almost 7 percent higher than
the eorrrsponding 1938 quarter; the third quarter was
10 percent higher; and the {ourth, 18 percent higher.
Grenter eyclical swings then those shown by seiual
consumption ars more or less typicel of wholcsale asles,
in part becanse of differencs m the types of goods mov-
mg through these channels, but alzo beeause of chonges
in retail inventories.

Since the general wholesala prics avernge, 85 mens-
ured hy the Bureau of Labor Statistics index, was
about 2 percent lower in 1930 than in 1938, there was
8 moderately larger gain in the quantity of goods sold
&t wholesnle than is reflected in a comparison of the
dollay szales for the 2 years. Omn o physicsl-vohmne
basis, moregver, whelesale sales in 1939 ware back to
and perbeps somewhat above the 1937 leval, sinee the
decline of 7 percent in dollar vaine from 1837 to 1939
iz somewhat less thon the decline in the price index
during the same pericd.

Al of the various wholesale sroupe recorded gaine
m 1939 over 1938, Thess follow 3 pattern similer to
thet observed in the case of refail sales; ihey range
from & 3-percent riea for sales of drugs ond drug swao-
dries, grocery and food products, and tobaceo produects,
to o more than 20-percemd cise for some Jurable-goods
lines.

Inventories

Tha unusually large swings in production relative to
consumpiion during the past year are evidence that
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jmportant changes in inventories have token place.

Februnary 1940

Up to September there appears to have beep mnor
lLiquidation of inventories. With the change in senfi-
ment consequent upon the war, however, & quick move
to rendjust inventory positions upward o¢curred.
This was in part purely speculative, but it was also
designed to protect against delivery delaye snd io
prepare for anticipated Increnzez in business volumes.

Estimates of the chengea in inventories from the
end of 1935 to date are presented in figure 8. After
s period of relative stability from the middle of 1928
to the middle of 1939, the dollar value of inventories
it estimated to have inereased more then 1 billion in
tha second half of 1939. In 1937 the switch to in-
ventory Bquidation after exeessive aceunmaulations in
the first three quarters of that year was cne of the
primury facters leading to abrupt decline in production
in the late monthe of 1937. Subseguently, much of
the eveess was liquidated, althongh tha total walue
dropped by less than half the previous increase frora
the low figure ot the end of 1935 to the extremely hizh
apgregate at the end of 1937, At the middie of 1959,
inventories were still fairly high, but apparently were
not burdensome, and there ware major differences in
various lines. Ag sales rose with Inercasiop incomes
and cash positicns were nmple to maintein quidity,
the need for further liguidation had ceased. In the
lest heif of 1939, however, the new upward movement
carried the estimated total to within one-balf hillion
dollars of the high end-of-1937 level.

.Expressing these inventory totals i terms of physical
volume indicnies, however, that all of thiz deficiency
from the 1937 level was due to price reduciions and
that ths physical volume of inventories was perhaps
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slightly higher than at the end of 1937. (See fig. 8.}
The inventory index used to interpolate beiween end-
of-vear totals indicntes that most of the 1939 advanca
peenrred v the Yast quarter and that the rato of acournn-
lation in that gquarter was as rapid &3 in eny quarder
during the 1936-37 nse. This high rate of sccomule-
tion reizes a serious question as to the ability of the
economy to maintain the production rate attained by
the close of 1939; for a cessation of the inventory acen-
mulation would necessitate a reduction in the rate of
production unless new demand factors cama into play
to offzet such & deflationary force.

Inventories in wholessle and vetail trode channels,
as well zs in manufacturing industry, incrensed in the
second half of 1939, Prehiminary estimates based on
early reports place these increnses at ¢ percent for
manufscturing, ¢ pereent for wholeszle, and only o
glizht rise for retedl inventories, Sales, om the other
hand, ineressed mors then these paresntages in each
of these fielde snd the inventory-anles rafios have
declined for all groups. On this basts, present positions
have been widely stated to be fully justified. De-
pendensa upon inventory-sales ratios is not an adequate
snfepuard, however, if the volume of aples itself Is
unduly expanded as 2 resuit of inventery accumulation
at later stages,

Construction

The maintenanca of a high lavel of consérzction
expenditures during 1930 operated throughout the
yesr as 8 Inctor of definite streppth in the general
business situation. The toisl value of conetruction
work done during the year ie estimafed to have
amovnted to elightly less than 10 billion dollers, snd
to hava been roughly 12 parcent larger than in 1938,
For the sixth consecutive year, comstruction activity
continved to advance, with the result that the total
for 1939 was more than 2} times as i a5 the Jow
velue reached in 1933, Despite this imcrease, totnl
expenditures on conatruction in 1939 were less than
three-quariers of those atinined in the peak years
1926 to 1929, though the physicel volume of censtruc-
tion !ash year may have Geen a3 much as seven-eighths
of that reached at the peak, when asllowsnce is made
for changes in construction costs during the intervening
decade.

Az the Burssu of Foreign and Domestic Commerce
gatimates presemted in figure £ snd inble 4 indicate,
both private and public work contributed to the rise
in expenditures for construciion from 1933 to 18934.
For the first time in 3 yenre, changes in these two
types of work were in the same direction, mnd total
construction inereased more rapudly thap in either of
the two intervening years, when an increasa in ona of
these types of work wes partially offset by o decrease
jo the other, In private construction, the inerease
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oconrred almost entirely in the field of new resideatial
building, while the rise in public work is primarily the
resalt of largely expended construction operations
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under tha 1935 Public Worke Aduinistration program.
The voluma of neither public nor private construction
done doring the year sppenrzs to have been preatly
affected by the outhreak of the Huropean war in
September, thoueh the indosirisl expansion that
followrad the beginning of the Europesn war brought
some increasa in tha amount of industrial and com-
mnerciel building on which consfruction wis started.
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Residential Construction

The value of new residentinl sonstruction in 1939 is
satimated to bave been nearly 40 parcent larger than in
the previous year, This inereass, as table 5 shows, is
made up of a rise of 37 percent in privaie residential
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construction and an increase of 150 percent in publicly
owned residentinl work, The expansion of private
residential consiruction accompanied a generally fav-
orable market situntion. The incrense in public resi-
dentinl construction resulted from the faect that the
program of the United States Housing Authority
began duving the year to reach the stage of actual con-
struction on & substentiel scale. The peak of construc-
tion operalions under the present USHA progrom,
bowever, was not reached during 1939, and a furthez
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expansion of residential conztruction under the TUSHA
program to a total in the neighborhood of 350 miilion
dollars is to be expectad during 1940. The total cost of
TUEHA projects now tcoptemplated wnder the pressnt
prograrm is about 770 million dollars. OFf this sum, only
about 625 million dollars will ba gpent f5r constrastion,
including sits improvements, construction and aguip-
ment of dwelling structurss, constrvction and squipment
of nondwelling structures, and architectural and engi-
neering costs. The remninder goes for land, adminis-
trative expenses, financial costz during construetion,
and othar axpenditures.

Taking inte aecount the 75 million dollars spent for
conatruction during 1539, and the eshimated 350 nl-
lione that are lilely to be spent during 1940, it appers
that about 200 million dollars will remain on the basis
of funds now available for constroetion in 1941,  Pueblie
residential consgruetion in 1940 should be further in-
ereased by some state and local consfruction independ-
ant of the USHA program and by small amounis of resi-
dentiel eonstruetion by other Federal agencies.
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Annusl figuree for the total number of nonfarm dwell-
ing units on which construction was started in the entire
United Staies increasad substantially. it ia estimaied
by the Bueau of Labor Statistics that work was started
during the year on 475,000 dwelling units, s comparad
with 347,000 in 1938. Whila the major part of this
incrense in the number of units started occurred in
movately owned residential coastruction, the volume
of public residential construction underteken during
the yoar rose markedly, showing s much larger per-
centage incressa then thab for privats residential work.
Approgmmately 57,000 of the 476,000 unite started
during the yemr wers under the program of the United
States Housing Authority, while in 1933 this public
program had aceountad for only about 7,000 units.!

While anpunl figures for both resideniial work done
and residentinl sonstryction initiated show substantial
inerenses in 18939, it appears probable that the net
incrensss in activity from month to month (after
allowsnee for the usual secasonal changes) were nod
large during 1239 itself, and that the upward move-
ment in the apnunl fpures refleets the fact that there
wis & rising trend in 1938, The basiz for thiz belief is
the bebavior of the volume of naw residential construc-
tion initiated, as measured by contract awards. An
index of the velue of contrants awarded for residentinl

- building iz pregented in figora 10, in comparigon with a

gimilar index for all types oi construction. During
the first 9 months of 1038 the index of resideniial cons
tracta rose rapidly, and by lzte 1938 had reached =
level higher than at auy other time sinee 1929, There-
after, until the middle of 1939, it remsined substan-

tially unchanged. Tn the last part of 1939 a further risa
oceurred, partly because of a rapid expansion {on &
seasonally adjusted besist of private construction of
one- sod two-family bouses, and partly because of
the riu-::reuse in the volurne of publicly owned residential
work.

The maintenance of a meoderately high level of
privatz residentirzl consiruction during 1%39 was
fncilitated by relatively favorable real-estate macket
conditions, as well as by varions governmentsl actions
which aire discussed below., Although, for the first
year since 1932, the net increase in the number of
available dwelling wmits appears to have besn larger
thap the net iocrense in the number of families, the
excess was amell, and residential vacancies appear in
general to have undergone only miner changes during
1939, The rather fragmentary information available
suggests, in fact, thot vacencies remain clese to the
reletively low point reached 1o early 1937. The down-

1 These Oparge i thy maneber of daglling ekt stacied pe Aol comparabla wih
the osilmates of the valos of =o'k done during the year, theugh thay serve w8 Hd
hiEsdy G Ky TAlMw S3lmAted (v PRHOMTe wock, The Roiber relibs to werk shagied,
Lo Inkter Lo the valum of work doge, gt menoired by expenditores ior materfats, labor,
ard other jbiens  lo oddidon, the velus eetimuier Inclide ooobpusbhsapdoy ro-
danilal spnmtores mod aklithng (o residentiol drustupes, whioh am ool covarsd by

Kty gatitdotas of the pumber of family dwelling unlls oo which cobslmction e
ctarbed,
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wird shift in the price closs of new dwellings con-
atructed which, on the basiz of the average permit
value per unit, oceuwrred between 1937 and 1928
sppen¥s not to have continued during 1928, 45 the
sverays permit value in 1932 was substantislly the
sama 83 in {he preceding yenr.

Besidantial rentals, as meagured by the National
Industriai Conference Bosrd index of the rents set in
new rental contracis, which had declined 2.8 percant
during 1938, ware practinally siabla doring the firat
half of 1939, and roge clighfly beginning with July to
bring the index for December 1930 to & poiné frae-
tionally gshove that for December 1938, Salling prices
of residential properties at the end of the year were also
somewhal higher than in December 1038. The Na-
tional Association of Real Estate Boards reports that
prices were higher than & year ago in 23 percent of the
cities reporting in their semionnual surveyr of the real
estate marked, the same in &4 percent of the cities, and
lower in omly 13 percent. According fo the same
sUrvey, mortgage interest rates continued o decline
during tha year. Rates in December 1939 were at the
lowest level yot reached, nnd were more nearly uniform
geographicelly than at any previous time.

Chandes in Federal Honsing Administcation Froosdure.

The influenice of government on residential construe-
tion was feli not only in the divact construction of
residentinl structures under the program of the USHA
bui aleo through the actions of many. other govern-
mentel agencies. Particularly important in this respeet
were the amendments to the National Housing Act,
approved June 3, 1920, and &the conesquent changes
in. the FHA regulations. Varicus provizions of ihe
act which were scheduled to ¢xpire on the st of July
wera cxtondad, and a number of other changes were
made.

The smesndwents, together with the revisions in
ragulations which became effactive July 1, mada specific
provision for insursmee, under tiile L of the net, of
lonngs up to 52,500 for the comstruniton of low-oost
houses. ‘The masimwm maturity of such loans was
axtended to 10 years and 32 doys, ond an insursnec
praminm charge of one-half of 1 pereent per annom ot the
net procesds of the loon was ingiituted, to be paid by
the Jender.

In “Septemher, further changes were made in the
regulations. The maximurn maturity of the small-
houvse construction loans under tide I woas Jengthenod
to 15 yenrz and § months; the horrower wns reguirad
to make only o 5-percent down payment, in czsh o in
land ; and regulatory restrictions in connection with the
plon were kept to n minimum. In Decsmber, chonges
in the regalations were again mnde, in A further effort
to render these loans on low-rost Lovuses more atteoctive
to both borrowers and lenders.  In consequence of the
growing interest in title I loana for new smadl-house
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conatruetion and of the revisions in regulations, the
nurtber of loans inereased in 1939, though the propes-
tisn of all Tesidentin] construction finwnced through
thaga channels remsined very small, During 1939,
the number of loane renched 10,788, whila only 5,845
stieh loans had been made during the preceding year.

The amendments approved June 3 nles mada certain
changes in connectinn with the FHA's rental housing
program. FPaymeni of prevailling wage rates waz re-
quired in the constiretion of projecis, and restrietions
were imposed preventing the amount of the mortgage
irom axceeding tha estimated cost of the struetures.
The affect of the datter restriction was to remove certain
opportunities for profit through increases in land values
resuliing from construction of the housing develop-
ments. In addition, the Federal Housing Administra-
tion, through administrative aciion, discouraged new
projects in some cities where rsntels covld nob be
made low encugh to find a satisfactory market. The
volume of new projscta approved by the FHA (as
measured by those accepted for insurance) thus fell
shorply in 1838,

Finally, effective August 1, the maximum permissible
interast rate on small home mortgages under figle IT
was reduced from 5 percent to 4} percant, and the maxi-
mum rade on mortgazes on lsrge-scale rental projects
from 4% to ¢ percent.

Private Nonresidential Gonstruction

In contrast with residential! comstiuction, the value
of business oconsiruchion during 1939 incressed only
moderataly as compared with 1938. For new comimer-
cigl buildings, expenditures were littls, if any, larger in
1939 than in the previcus yenr. Vacancies in office
hitildings continued high, the National Assomation of
Building Owners and Monegers reporfing that 18 per-
eent of office epase in over 100 citice wasz wacant on
October 1,193¢. In consequencs, construction of build-
ings of this type was 8¢ & ralatively low lavel in most
cities, Constroction of neighborhoodt store buildings,
howaver, was ensouraged by extensive residentisl con-
struetion and by the growth of new residential ¢reas.

For new factory constroction actusl sxpenditurss for
work done during 1939 were only moderately higher than
i t938. The volume of industiial construation initinted
during ihe year, kowever, rose sharply, inerensing 44
percent over the previons yeaar as measured by eon-
tract pwarda in 37 Statos reported by the F. W. Dodgne
Corporation. The explanation for this difference in
behavior has several aspents,  Shortly after the gharp
dectine in industrial production in 1937, which in-
creseed excese plant capacity in most industries, the
volume of contract awards for factory construction slso
decrensed, and in 1938 rezched s very low level. On
the oiher hand, astun] construotion operations in 1935
wole sustained by the necessity of completing the Inrge
volume of projects started in the latter half of 1937.
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In 1939 the situation was reversed. The volume of
work iniiiated, in respomse o rising levels of output,
* begsn to inerease, while the volume of construction
activily wss held dovm by the smell amount of un-
finished work cavried over from 1033, After the out-
hraak of the Europesn war and the beginning of the
rapid rize in indastrial production in Ssptember, the
inerease in the volume of work initiated beearmne more
pronounced. In the [ast 4 months of 19329, contracts
awarded for factory sonetruction were 70 percent larger
than in the corresponding period of 1938, though tha
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resuliing expansion in actusl constraclion operations
will be felt mainly in the firsl paré of 1940, Despite
this incrense, however, contract awarda are siill gmall
in eomparison with the hest monthe of 1937.

Public Constraction

The total value of public construetion ineressed in
1929 by over 500 million dollars, or 13 percent. The
increnss was thus of about the sams magpituds, both
ahsoluiely and proportionstaly, nz the rise in private
work, Az indicated sbove, expansion of public gon-
strucfion resulted primarily from the affects of the
Public Works Administraéion program of 1938. While
work on al! projects under this progrem was required
to be starsed before the snd of 1928, sonstruction opera-
tions were not under way in sny substantia! voluma
until tha early part of 1939. Moreover, when the
projecis wera onea started, the pace of worls was per-
haps pariicidarly rapid becaunse of the necessiiy of
complating 21l projects befors the middle of 1840, in
conformity with the raquirements of the authorizing
legislation. On tha besis of “reported project costs” as
compiled by the Public Works Administration it iz esti-
mated thei expenditures om FWA projects in 1930
(including Federal and non-Federol funds) were approx-
imately 1,200 million doltars, os compored with 581
million dollags in 1038, In both yanss the major part of
the expenditures were on non-Federal projecis. In
view of the diminished volume of worlt remainiog unfin-
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ished at the and of 1939, tha value of construction to be
done on PWA projects during 1940 13 unlikely to excead
800 million dollaxs,if no further appropristions are made.

The pradominant infencs which the large volume of
constriction contracts swarded under the Puble Works
Adminigtration program exercised on teial contracis
during the last part of 1032 and the sarcly part of 1830
is indieated by the ssasonaliy adjustad indexes for &ll
types of congtrucfion shown in fgwre 10. The mpid
rise in ths wvoluma of eontracts awarded that bBegsn
about the time the PWA program was ioitiated in
Juna 1338 culminated in December, when tha seasonally
ndjusted index reached the highest point since mid-1924.
In early 1939 the volume of work initinted, az measared
by contract awards, was high, but fell sharply as the
award of confracts on FPWA projects approsched
complation. Until July, howewver, public contracts
were higher in sgeh month of 1939, excepé Moy, than
in the corresponding month of 1935, By mid-1939 the
indax of total contracts had lost about two-thirds of
the rise thai had takem place hetwean March pnd
December 19358, Since that time some inersase has
ocenrred, aldad in the midsummer and early fall by
the rise in residential construction and offected very
sharply in the last 2 months of 193% by iactusion of
twi large Federally owned dam and power projecis, one
of which wes of sufficlent size to account for neaily
cne-third of all contracts awnrded In the month of
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The contcibution made by public residential con-
strzetion to the totnl incrense in public construction
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has already been discussed. However, the increases
ender the USHA snd PWA programs were offzet
in part by & decrease of nearly 200 million dollars in
the smount of work relief construction, as the volumae
of Tunds available for work relief was reduced. As
takle & shows, the reduetion in work-relief construction
was general, affecting practically all {ypes of work.

Constenction Costs and Related Factors

The increase in construction aciivity which oceurred
during 2239 was sided by a generslly stable, or perhaps
deelining, lewal of costs. The index of the cost of
construction of o amall hovss prepared by the Federal
Home Loan Bank Bosrd, which appesrs in figure 11,
records a slight drop in costs during the early part of
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ihe year, followed by an increase immediately after
the vuthreak of the European war in September. This
neresse in costs ot the eod of the year cecurred almost
entirely in the prices of materials, oz wage rates re-
miined substantially unchanged. The diversity of
movement which has characterized the components of
this index sinca enrly 1837 has thos confinued. The
decline in costs from August 1937 to August 1939 was
cauzed by o relatively rapid drop in material prices
combinad with an almost stable level of wages. Like-
wise, the ensuing rise has resulted from changes in the
maierials componant only.

To seme extent the wealmess of prices during the first
part of 1939 may be atéxibutable to variows govern-
mental pressures for lower costs, incloding the investi-
gation by the Department of Justice of restrictive
practices within the construction industary. "While the
effect of this investigation vn construction coste cannot
be sscertnined, thers iz evidence thatd in severa] cities
aubstantial declings in the prices of certnin matericls
and in the cozts of certein kinds of work have followed
very closely after the uvadertakiog of the investigation
in those commanities.

Labor costa and labor relations within the construe-
tion industry have been further affested by two other
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developments which oceurred during the yeer, both of
which may prove more important in future years than
in 1929, The first of thesa was the establishment, by
the Congress of Industrial Organizations, of the Con-
struction Workers Organizing Commities to effect tha
organizotion of construction labor ints industrial unions.
Particular atteniion is haing given to residential con-
structicn workers, who are now mainly unorganized.
Whils progress of the CWOC was perhaps not axtensive
during the year, agrasments were negotiatad in several
citiea. The sacond development was the netion taken
by the American Federation of Labor to lessen the
extent of jurisdietional disputes. Under the new ruling
mnde by the president of the Building Trades Depart-
ment, jurisdistional strikes are forbiddan and machinery
is aat up for the prompt rendering of a tempornry deci-
sion with regard to the division of work among the
warioga crafts and for following this with & well-con-
gidered pormanant decision, éo ba binding on sl of the
vnions gonecernad. The lasting effects of this new ma-
chinery to reduce Ehe number of jurisdictionsl disputes
‘cannot yat be determined, though 2ome improvement in
the situation appears to have taken place during the
year just ended.

Public Utilities
Eleciric Power

Electrio power production, which bad recovered
sharply during the second half of 1938, declined less
than seasonally during the first 5 months of 1939 and
exceeded corresponding 1938 levels. Beginning in
July o marked upturn beeame evident, which by the
snd of the year brought the indvstry to an all-fime
high.

Total energy generated in 1930 is estimated n¢ 123
billinn Eilowstt-hours—a new high. For the first time
in history snergy salea to uliimate conswmers exceoded
100 billion kilowatt-hours, reaching an estimated 107
billion for the year. The experience of the industry
ghows marked secular increases in output, slthough,
in the short run, increasing business is linked with
general sconomic activity.

Residentinl sales have been increasing almost con-
tinuonsly since 1920, amd in recent years have repre-
sented nearly one-fifth of all sales. Sales to farm
customers hove shown a steady rise since 1935, reaching
over 3 billien kilowatt-hours in 1939, more than double
sales in 1032, New Tural lines constructed by private
industry are eatimated by the Electricsl Werld at
20,000 miles, and the Rural Elecirificetion Adminis-
tration reports 100,000 miles of new line in 1930,

The downward trend of revenue per kilowatt-hour
wos confinued during 1939, This trend hus been
particularly uniform in residential and emell cotamereial
pales, as is apparent from the accompanying table.
Revenue per ldlowati-hour from tobal eales declined
from 2.31 cents in 1938 to 2,15 vents (see table 7).
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New geperating capacity added during 1939 fell off
markedly from 1935 additions, dizclosing a typical
Jag behind revenues. The Electrical 'World estimates
prospective 1940 additions t¢ capacity at over 2,000,000
Klowaits, a figure not sttained since 1930, It i= pre-
dicted on the basis of present plans that capital ex-
penditures for new copstruction in 1840 will reach
$600,000,000, as compsared with $430,000,000 in 1939,
It is doubtful whether the comparies will finence ex-
penditures of {his volume s largely out of enmings as
in recent yenrs.

4]
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of only 12 perecent. The redroads thus parlicipated
extensively in the business expapzion of the fall.

The experience of the railroads during 1939 again
Hlustrates their dependence for improved opérating
results upon the expansion of production and natiopal
income. The movemenis of gross railway revenue,
parallcling those of national incorne and production, are
shown in figure 12. The importance of volume is ap-
parent frem the disproportiensie vhriptions in ned
operating income {ofter expenses but before fized
charges}, also shown 1 figurs 12,

The fundarmcutal reason for the dependence of the
railronds upon volume is, of course, the high preportion
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L]

Tenneszee Valley Authority was the acquisition of
several large private utility properties at o price totnl-
ing approximately $110,000,000. Purchases Juring
1939 brought the total number of acquisitions to 22,
in which the Authority bought transmission lines and
generniing siations, and municipalities and cooperatives

bought the distribution systems.
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Railroads

Railroad operations during 198¢ improved markedly.
Froight reverue, constituting four-fifthe of total reve-
nue, rose by 393 million dollars, while passenger reve-
nue ineressed about 12 million dollars. Monthly car-
{oadings during the yanr wars consietently higher than
in the eorrasponding months of 1938. Despite & more
then seasonsl decline in December, carloadings in the
last quariar rose 16 percent abava those in the final quar-
ter of 1938, ns compared with an inerease for the year
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internal economies, steps which the Interstate Com-
merce Commission hos I‘E’peﬂ.tﬁdl]' declared eo be of
major unportanﬂﬁ.

While the rapid rise of net operating income sccom-
paaying o gradual increase of gross revenues is explainad
by the Ligh proportion of fixed costs, the still sharper
rise of net income {see table 9] is tracenble to the high
proporiion of net opersting income that i= taken by
fixed charges {I:nond interast, rentals, ete.). These totalad
$728,428,000 inx 1923, snd by 1938 had bean reduced only
EIighﬂy mare than 10 percent. Operabing revenue dur-
ing tha same period fell 43 peroent, Consequently,
fized charges, which in 1029 hod taken 58 pareent of nat
opera¥ing incorne, reprasented 175 parcent of that item
in 1038; pert of the axcess was charged against non-
opersting income, but such ineome was not sufficient to
cover all of the fixed charges, The corresponding pro-
portion for 1939 iz estimated ot 110 10 115 pereent,



Februsry 1940

Rallroad Capacity.

With the expension of businesa in the fall of 1939, the
prablem of reilroad capecity has become inereasingly
importent, The number of cars on line has decreased
28 percent sinee 1928, 20 that the 1939 upsurge reduced
the surplus to & partow margin, The minimum surplus
during the yenr was §4,000 cors, compared with 107, 000
m 1929, according to the Associstion of American Rail-
roads. A similar situation prevails for locomotives; it
is estimated thnt the 1339 pealk carloadings reduced the
regerve of freishi-locomotive capaeity €0 only L pereant.
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While equipment buying incressad shavply in Sep-
termber as business improved, the total for the year
was still 60 percent below the 1929 figure of $397,000,-

000, As table 10 shows, nesther equipment noT mein-
tensnee expenses hava been at lavels comparable with |
those of 1920.
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The recent appronch to full wiiization of capacity is
made more sigpificant by the necumulnted obaolescence
of railrosd equipment. Hecant fechmicnl develop-
ments have acpentusted this factor, With the height-
“aned competitiorr for traffic, the railways have in-
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creased the epead and efficiency of their freight service,
New msaterizls for the comstruction of freight coars, ns
well #s mechenical improvements, have made this
possible. However, the net effect of these advances
haa been to accentusie the obsolescence of existing
equipment. 'This applias with equal force to locomo-
tives, 8% percent of which are at least 20 yess old. I
business continues to improve, further inersases in
enquipment purchases will ensue. Meantime, the high
level of fixed charpes contributes to the deferment of
both replacement and mainéensnce.

Reorgenization and Flnance.

Little actual reduction in fixed charges was achieved
during 1939. WUnder reorgamizafion plans approved
by the Interstete Comunerse Comgnission or recom-
mended by examiners, bowever, very substantinl re-
ductions of interest charges ere in prospect. Under
these plans, a reduection of thres-fourths in the annual
Fxed charges of 21 roads is proposed. At the close of
the year none of these plans was in operation, slthough
oné had been ordered placed in effect.
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Meontime, necompenying capital expenditures esti-
meted at  $375,000,000, the mailroads refinomced
$101,000,000 of bonds and notes and raised $85,000,000
in new capital. The corresponding 1932 fizures were
$56,000,000 end 515,000,000, respectively. Recon-
struction Finsnce Corporation loans to the railroads
incressed during 1939 by $12,700,000 to $448,800,000.
This is the highest your-end totnl on record.

Cma class T railrond went into bankruptey during the
year. The number of roads in charge of receivers or
trustees at the end of the year decressad from 109 to
108, and the total mileage operated by receivers or
trustess decreased slightly—from 76,938 to 76,801.
Competition and Rates.

In jte 1939 acnual report the Interstate Clommerce
Commiesion commented at length on the redilroads’ n-
tensified policy of meeting the competition provided
by other {ypes of cartinrs, particularly moter carriers,
A related developraent during the year was a Com-
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mission decision suthorizing lower rates on mwltipie-
carload shipments than on single carloads, The Com-
mission had praviously recopnized only carlond and Jess-
than-carload rates; this ruling is, therefore, b significent
new departurs,

The inciease in the basie passenger iare from 2 conis
to 2% cents 8 mile, which was anthorized in July 1938,
continned unaltered through 1839 and was extended in
danuary 1940 for 60 days bayond its onginal expiration
dote in that menth, Bnderlying the plea for main-
temance of the higher bagic fare, howevar, was exXper-
mentation with the sliding acale of round-trip eoach
fares nuthorized in June 1928, under which nn initial
round-trip yate of 2 cents o mile is progressively low-
ered to 1.7 cents a mila for tvips longer thay 900 miles.
The Commission granted an inerease of express rates io
a companion proceeding lo that in which a genaral in-
crease of {reight rates was suthosized in 1238. The
inersqses ware adjusted to apable the Railway Express
Agency to compets more effectively for a "fair share of
the small-package business.”

Motor and Afr Transportation

Motor-truele operations axpanded during 1939, eon-
tinning the up-turn which began late in the first quartar
of 1938. Tha rate of recovery of truek loadings eppeoars
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to have exceeded that of railroad car loadings. Inter-
state Commeree Commiszion reports on motor carrisrs
for the first 8 months of 1939 indicats an inerease of the
operating revenues of clags I intercity freight motor
carriers amounting to 30 percent of the revenues in the
first belf of 1235. Tons of reveave freight transported
by these 840 earriers Incraased slightly more than 20
percent during the period, and net income incraased
maricedly. The 75 class I local carriers reported very
slight, gains.

Statistics for both local and intercity bus operations
collected by Bus Transportation, covering regular rouie
operating companies sarning over $104,000 annuclly,
indicate substantial increnses over 1988.
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Air trensportation showsd marked mersnses in 1930,
Express carried was 30 percent above the 1638 total,
and exprees-revenus miles flomn were up 19 parcent,
‘Fha number of passengers coarried incrensed 40 percent,
while passenger-miles fown wera shout one-third above
the 1938 milenga. (See fiz. 14.)

Shipping

The most notable developmant in shipping during
1933 was ihe ontbreek of war in Europe and the passaga
of the Neuirality Act which it ocessioned. In the first
quarter of 1939 tromp shipping rated aaggad helow
1938 charges; later inereases restored rates to approxi-
mately their praviens positions. With the sutbreak
of war a general rise oceurrad in tramp and Kner rates
to all ports exeept these in Centrel America and the
West ludies. Southbound rates on the Atlontic fo
South American ports rose about 10 pergent, while on
the Pacific the rise was somewhat greater.  For norsh-
bound troffic there was & rize of onc-third on the
Atlaptic and zbout 50 percent oo the Pacific,

In the perod September 72, rates to the Uniied
Eingdora and the Continent—determined by the freight
conferences for these arpas—rose one-third. In the
Scendinavian and Doaltic service, rates were doubled,
individusl shipowners setting rotes at their own disere-
tion. Hubaequent sdvances in the rites to these
European arveas became subject vory largely to govern-
ment control, both as regards belligerent nnd neutral
countires, Rutes on traffie to the Far Fast morcased
about o fifth.

Aceording to the United States Maritime Commis-
sior, 32 veseals with an aggregate tonmage of 518,000
were tronsferred from the combai zome erested on
Many of
thase have besn shified to other rowtes where axpend-
ing businese has warrented, while some of the others
ara in process of transfsr or ssle. The effect of Lhis
logislation oo United States shipping sannot a2 yet be
necuratoly debermined, bud indiestions are ibat it is
lezz serionz than had been enticipated.

Communications

Year-end estimntes of the number of {elepbones in
service in the United States indieats an all-time paak
of abiout 20,800,000 stations, nn inerense over 1938 of
abont 246,500 stationz, Operating revenues of 96
major carriers for the first 11 months of 1939 mnountsd
to $1,116,100,000, compared with the 1938 figure of
$1,060,500,000. Net operniing revenues of $370,591,-
000 for 11 months represented an inerense of nearly 12
percent over the $332,150,000 for the corresponding
period in 1938,

For the talegraph industry, the improvament in gen-
etal econoimie evndifions during 1939 bromght & marlced
reduction in the net defieit which has been charscteriatio
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of the industry in recent years. Opersting reventes of
the three telegrepk carriers reporting to the Federal
Corpmunicgtions Commission amounted to $106,015.-
000 during the first 11 months of 1239, representing an
increasa of 4 percent over the comresponding pericd of
I196%. WWheress in 1935 both major carriers opernted
at & net deficit, in 1939 Western Tnion showed & net
income of $528,768 for the first 11 months of the year.
The industry totels shown below reflected this in a
deficit of $2,944,000, a= compared with n net deficit of
35,777,000 for the first 11 months of 1938,
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The industry hes been in eridicsl condition becanse
of the costs of maintaining duplicats and exeess facili-
ties and the competition of other forms of sommunics-
tion. The Pestal Talegraph & Cable Corporstion,
which had been in banlouptey proceadings since 1935,
completed a plan of reorpanization during the year,
which was confirmed by tha Federal District Court in
Jonuarcy 1940,

In response to o Senats resplution odepted during
tha first, session, tha Federal Communications Comnyis-
sion in Dacermber submitied o report on the telepraph
industry. The Commission emphesized the affacts of
competition and of excesz facilities and recommended
that the law be amendad o enabls Western Union and
Postal to merge their land Enes. It wae sirongly
urged, however, that merger be limited to the tele-
granh industry and that tetephone nnd radic remain
eorppetitive with the telegraph. This and other prob-
lems of the telograph industry are being investipated
by & subeommitiee of the Senate Interstate Cormmersce
Committes, and public heavings are expocted to be held
early in the spring.

Employment and Unemployment

With the ineregse In business activity during the
Fear opportunities for cmployment rose appreciably,
wnd by December the number at work in nouagricul-
tural pursuits ! appreached 35 million, an increase of
more than 1 millien for the year. As is shown in figure
15, the gains amouvnted to about 2.5 million over the
1928 jow recorded in July, and nenrly ¢ million ever
the minimum 1938 figure. Compared with maziroum
employment in the decads just complated, the number
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of workers has remained abpat 800,600 below the 1937
high, and more than 2 million under the 1529 peak.

Agricutiural employment ! has continued to evidence
% slight downward tendency, but for the year the offset
against the inereased nonagricultural employment was
of no great significance.
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Wide Galns in Manufacruring.

The risa during 1939 was particularly prominent in
manufacturing and mining industeies, Afier May
there wns an almost conginuons increass, with the rate
of gain markedly accelerated in the carly fall montha,
From May through Oectobar the monber of employees
in these industries roge more than 200,000 per month,
2 somewhot more than seasomel iperease. Kmploy-
ment leveled off subsequent te October, reflecting
sepsonn] influences and the less rapid increase in pro-
duciion.

Ia the aggregate bthe mining and maoufecturing in-
dustries axpanded employment by rmore then 850,000
worlcars In 1939; the additions by these industries ac-
counted for apout 1we-thirde the rise in the nonagricul-
tural total. At the end of the year the number em-
ptoyed in mining snd manvfacturing was only ebout
¥5G,000 below the 1920 nnd 1937 peake, Other groups
contributing substantinlly to the larger volume of em-
ployment over the yaar were transportation and publia
utilities, trade and financa, and government, For
these, howover, the nggrepate gzuin wos less than
400,000,

In factories the largest part of the rise in employment
in 1930 oecurred in the durable-poods induatries.
Little change occurred in the first fow monthe of the |

L Date rating (o nonagricoliors] emplryment are compiled by tbe U, 5, Drpa-
ment of Lobor, Buresn of Labst Statictics, bo cover ol Tersam angped In geinful
work oobtdde of Agristliure {inclgdtng wit-omployed and oasusl workers) soorpé
thosa prmplored o0 FOVEDINGS SmeNEDCY WOCE DTommd. Them dets eew vder-
ptioa & pavldcn whih mey maieeinty et (b Ao for reoamt years, Farnm ofn-

ployment datn are ocomplled by tho U, 3. Deparboent of Agriooltem, Torean of
Aprloubtcal Evonomb,
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year, but irom May to December the seasonally ad-
justed index for this proup inereased more then one-
fifth, while for the non-durabhlegoods index thea rise
was only 5 percent. ‘The accelarated rate of factory
output subseguent to August resulied in 8 marked
improvement in the rata of gain for employment in
durable-goods industries, but for non-dureble-goods
lines the expansinon rate was not much preatar then
that of the sommer months. Tha rise in durabla-gaods
industries has eliminated a large part of the dispariiy
betwzen the +wo group totals when comparison is
made with esrlier ¥emrs, Thus, in Dwcember, the
sepsomally adjusted durable-goods employment index
stood at B4.1 (1629 ==100) and the index for non~durabla-
g0oods industries was 102.7. In mid-193% the differsnce
amounied to 27 peinta,

Employment in the mining industries, while in-
fluenced somewhat by increased demand for products
of the mines, did net show any murked changes from
1928, when averages of the midmonth Iindexes for the
2 vears are compored. The number at works in the
fugl-producing industries wae semewhat lower than in
1938, on the average, whils metalliferous mining and
guerryicg and ooometollic mining showed moderate
improvement. Workers employed by retoil and whole-
sale trade establishmeanis avernged about the =ame as
in 1938, slthough the indexes subsequent to Apil
193¢ were shbove thoss of the c¢orresponding months
of 1958,

Factory Average Hours Mackedly Higher.

The rising demeond for manufactured products in
1020 was yeflected in an exiension in factory worling
hours as well as in an inerense in the number employed,
As for employment, the largest pains in hours worked
wera concentrated in the durable-goods industries.
Beveril lines showed increnses of 4 to 5 hours par wael
during the year, but in most instanees the gain: were
moderate. In o few cnses deelines soourred. For all
manufacturing industries the average was lifted from
36.6 hours per week in January to 33.0 in August, and
thenee t¢ 39.1 in November, in ¢omparison with a 1938
low of 33.3 hours per week and a 1937 high of 41.0
hours per weslk.

. Time lost as o result of indusérial disputes in 1939
was nearly doubls that lost in the preceding year, bul
the total for the period remnined well below tbat of
other recent venrs of comparable business volumes.
Man-deys idle for the yenr tofaled about 18,000,000 as
compared with 2,148,600 In 1938 and 28425000 in
1937. Moxe than one-half of last year’s loss of ¢ime
was concentrzted In the antomohbile and bituvminous

* coal Industries.

Nurnber Without Woecl: Rapaing Lavge.
Unemployment continues to be & serious problem

despite the marked expsnsion in generil business

activity in 105%. Although subject to & copsiderable
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margin of error, estimatés of the oumber of unem-
ployed, including more Lthan 2,000,000 on WIA and
COC rolls, indicate approximately 9 to L0 million idle

workers at the closa of 1939, 2a is chown in figure

15, Thizs large volume of unempioyed labor power
oxists despite the racord flow of goods and services
which wag attzined in the latter part of the vear.
Bath induatrial production and resl income on & per
capita basis, however, ave still conciderably below 1929,
since ihere has been an increase of pearly 10 million
in the popwdation during the pest decade.

In order {o attain full employment, with prevailing
hours of werk per week, produciion will have to exeead
ihe 152% per capita leval. Even with a return $o 1328
per vapite output, the avaisble information indicates
that there would still ba something in the neighborhood
of 5 million workers without employment. These
unused Inbor rescarces would be accounted for by the
nornoal mindmum volumoe of woemployment, techoo-
logical changes which have displaced labor, end the
change in the age distribution of ths populationwhich
hza irereased the proportion of thaess in the working-age
group. 'There is always some unemployment bocazse
of seasonal patterns of produstion, time lapses betwesn
Jobs, and other irregularifies. During the 1920’s, thia
minirm varied around 2 milion persons per annum.
With the present number of amployable individuals,
minimum voemployment would probably be Eamawha.ti
larger.

Technological dewlnpmants during the past decade
have resulted in & substantial incresss in the produe-
tivity per employses and, more particularly, per man-
hoar. Much of the incrense in produstivity per msn-
honr has been offset by a substantinl reducfion in the
average number of hours worked per wesl:s. Xeen
with the substantizsily cuortailed schedule of hours,
however, fewer workers are requirad now then in 1929
for the same output of poods and servicos, As wna
pointed out earlier, the number of persons actively
engaged in private nonagriculturat industriez and in
the repmiar governmend gervice ot the closa of 1039
was within 2 million of the 1929 employment figers.
At the sane fime, the real natiogoel ineome in December
1930 was equal to or 2bove the pealc of 1920, and cer-
tainly above the average for that year. This givas
soma indication of the higher productivity per em-
ployed worker now than prevailed 10 years ago, al-
thoogh significant chapges in the relative Imporience
of various industiies tend to qualify aueh s conclusion,

HEstimates of the new entries in the labor markat in
excess of those dying, rediring, or otherwise leaving
the labor market vary from 500,000 to 6GG,000 per
ponam, for the post decade. Thus, the number of
employabies has increased 12 to 15 porcent since 1929,
while the population is about 8 percent larger. Thesa
new workers could, if fully employed, pormit a higher
per copita stondard of liviog than prevailed in 1029,
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even if average hours of work per week ware reduced
to completaly offset the rvising produetivity per men-
hour. In other words, with full employment at the
present time and the same productivity per worker
gz prevailed in 1929, the per capita real income of the
total population would be wall above thet of 1928,

Commodity Price Movements

In contrasi with most business indicators, whosa np-
ward trends wers marely atcelersted in September of
inst year, the outhraalk of war in arope had the efect of
reversing the general movement of prices. The level of
commyuxdity prices st whelesale declined pradually from
Janvary through Augast, coniirning a trend which
began in the spring of 1937, As a result of the buying
ware touched off by the war, the general level of whole-
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sale prices rose early in September to apprommately
its position in the closing monthe of 1938. By the end
of Dracember 1939 the Bureau of Labor Statistics com-
bined index was gtill almost 10 points below the April
1937 peak of 380 (1926=100). To soms éxtent, how-
ever, the gaps that had opened during the peried from
April 1957 to September 1930 between such contrasted
groups as farm and nonfarm prices, or raw-material and
finished-goods prices, wera narrowed after thse Sep-
tember yuptun.

After the middle of 1938 and throughout the first
two-thirda of 1939, prices generslly failad fo respond
to the increass in industrial production. Figure 16
shows the divergence between the movernents of prices
and produciion that developed after the middla of that
year—a divergence whiok is all the more interesting in
the light of the correletion evidenced between these
series during the previous years of the decade. It is
true that H fopdstuffs nre excluded and prices of rew
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industrial commodities alone considared, there was somea
sirengthening in the Intter helf of 1938; but the rise in
sich prices did not kesp pace with the expaunsion in
industrizl activicy. The larga volume of jndustrigl
cominodity stocks on hand in 1838 is probably tha
pringips) reason that a substantial Ineressa in indunstrial
activity conld oceur without ceusing & parallel rize in
tha genersl level of commodity prices. The rise in
industrial activity was checked by the end of 1938,
apparently before commodity stocks had been suffici-
antly absorbed to bring sbout » sipmificant rise in their
prices. Declining activity ic the eaxly months of 1939
leszened the demand for raw materials apd thus con-
tributed te a further slight weakening of prices.

The sagging tendency of whelesale prices in the first
8 months of 1939 was manifested in afl groups inoluded
in the Buresu of Labor Statisiics wholesale price classi-
ficntion with the exesption of building matarials, some
of the textiles, petroleum products, apd asutomehile
tires and tubes. Aside from a murked rize in silk, prices
for ‘the  lattar groups remained substaotially un-
changed. The only substential declines resorded in this
perivd were those in ferm and food prices. Chiaf
factors acsounting for the downswing in ¢hess and other
groups were bumnper world grain crops in 1937-38 in
the face of redueed world demand, leading to inersased
carry-ovars; large inereases in livestock, eneovanged by
low feed prices during an extended perod: sontinued
large stockes of most other pranary eommodities; and
the decling in indusirial activity in the firet b months of
1939, with its consequent reduction of incoms in the
bands of important conmrming groups. Beacause stocks
of many commodities were smaller by the summer of
1939 (jugt prior to 4 sharp rise in industrial activity}
than they had been o yoar previously, it is possible that
there would have bsen some rise in prices during the
fall months even without tha buying wave engendered
by the baginning of war.

Prices Rise With Qutbreak of War.

The chengs in expectations that come with the
renlity of war in Euwrope has already been troced,
Henry buying onsued se the result of & generel failurve
to obsarve that on the basis of 1014 experience thera
was no denger of immedinte price inflation, as-well as
a failure to note that the positions of the United States
and of the bellizerents diffared considerably in 1930
from, the positions in 1014 in serern] important respacts,
Tha immediate result was a rapid rise in many prices,
some of which were bid ap 30 to 40 percent and more in
a short period. The extent of the impact of September
events upon seneitive prices, both of foodstuffs and
industria! materials, is most clearly revealed in ths be-
havior of Moody™s index of the spot priess of 15 pom-
modities, During thd year preceding Saptermber 1,
1239, the menn devintion of this index had smounted
to only 1.47 points, or | percent of the mean (a high
degree of stabilicy), and the fluctuntions from Novem-
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ber 1937 o September 1938 had not been very much
more marked. From 140.3 {December 31, 1031=1{))
or August 31, 1939, however, the mdex advenced io
172.5 on Jeptember 22, g rise of 23 percent in 3 weeks.
*A slow recession to 153.5 by November 29 then occurred;
but a new upswing that was in evidence throughout
Dacember (nainly in grains, cotton, and silk) carmied
the index tc 170.7 on the 26th, proctically as bigh as
the peak resched in September,

Flueteations somewhat similar o these in the com-
bired index naturally characterize the movements of
individus! sensifive prices.  Table 11 shows for selected
items the rapid September rise, the declines in the
following 2 months to the end of November, and the
rengwed trend upward in December.

The increasze In the general lavel of prices subsaguent
to August was lese spectncular;, a5 shown by the com-
paratively moderate risa in the Buorsau of Labor Sta-
tizties combined index from a low for the year of 75.0
{1026 = 100) in August to a high of 70.4 in Oetober.
The smaller sdvance in the genersl index is a reflaction
of the fact that finished-goods prices rose less than those
of most raw commodities.
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Lansmuch ns the recovery movement prior bo the ont-
break of war was essentially a consnmption recovary
and as the subsequent expansion was based so largely
on forward buying, the communication of the price rise
to finished goods appenred 25 & decided threat o con-
tinued recovery. With capitel mmvestment ot o com-
paratively low leval), the general upturn might well have
been checkmated by a sharp increase in finished-goods
prices; and for & while the rize was guite rapid. The
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magnitnde of e rise that occurred in finished indus-
trial-goods prices can be seen in figire 20. Retail food
prices rose from 75.1 {1823-25 = 100) in Augnst to 79.0
in September, Fairchild’s index of prices of depari-
ment-store articles inereazed 2.7 pereent in 3 months, a
large change for this indisador,

This movement appeared o lose some of its streogth
efter the initial impact had once been felt; the weakness
in meny wholessle prices, resulting in part from a
slackening ir forward buying and in port from a tem-
porary locsening of quote restrictions on such items as
sugar, Tubber, and tin, had its effect. There is some
reason for believing that the business community had
hecome aware, by the end of the year, of the limitations
implieit in the advence in petivity and of the dangers
inherent in any substantial upward tvend of prices to
ultimats consumers.

Changes in Price Relationships

The Saptamber reversal of the trend of prices mey
prove temporary; that will depend on the course of
domestic business in 1944, as well as on the charaster
of the wor in Eurepe. It seems quite unlikely, how-
ever, that the pre-September structure of prices will ba
precisely restored. Ik is therefore of interest to examine
the slufts that have recently oceurred in the relation-
ships smong various groups of prices.

|BREL HUMBERS, 1520 » NG
[I-I]
L ‘\1\'
,//Jﬁ\:f"mmmm??v
B FLN .-"{ / i ““""‘—"'—‘-\-_ —— x—
i
J."_,.Jt—-l‘?"'h":.l'.,,_“. ‘.\
i 3 ‘W—
mmm}‘ ""'\.‘_ ,F""
)
Lo
[ AT RI IR FE TS RA AT I NIRRT SRR IR RIS SNE FI T N PR N N
[F ] 1537

Figura 17.=lndoxes of Whoteanls Prices of Farm FProducty sod Al Com-
modities Oither Than Farm Products and Foods, 19EE-2% (11, K. Depave-
ment of Laboc).

The decline in prices after the middle of 1937 affected
the components of general indexes in varying degres.
Numercus divergencies appeared, the moet significant
of which (revezled in iable 12) wore those betwaen
[arm-product and food prices, on the one haod, and ail
other commodities on the other, snd hetween raw
materils and fnished goods. In both cases, diverzent
tendencies were apparent in 1988, and thesa became
aven more marked by the summer of 1%89. The
decline in 1933, which enrried farm-product prices one-
third helow their 1926 level, had beso pactinlly offset
by & slight upward movement in the latter part of the
year; but in August 1989 they were even lower than at
any time dusing tha previous year. TFigure 17 shows the
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zap that had opened betwsan farm-preduet prices and
pricez of sommodities other than farm products and
foods between 1037 and 1939, yntil the panersl upward
surge of sensitive prices that occurred in Bepiember.
The nat effest of the recent wpium on farm-product
prices in relation to other prices is suggested by figura
17 snd Indieated more specifically in teble 12. Here it
may be seea that, while the “all other'’ commeodity indsx
avernged only 2 percent higher in Saptember of 1930
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than it had in the first 6 months of the year, grain prices
were 15 percent and food prices & pereent higher. The
sgme poins-cen be made by citing the rise in the ratio
of prieez received by farmers to prices paid by them
from an sverage of about 75 {1010-14=100) during the
firat & months to 80 duving the fingd 4 months of the
vear. Such shifts mesnt 4 rise in farm income; for it
i5 a commonpince that farm income tends to vary
direetiy with the level of farm prices.
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Foodstufl prices, as a group, were ahout as strongly
influenced by September developments 2= wera the
prices of industrinl meaterials. Although the former
ataried ta decline before the end of that month, changas
in the two groups were quite gimilar, a3 evidenced by
figure 18. More significance attaches to a distinetion
between imported and domestic commaodifies; the
graster price rse of imported items 15 Indicatad in
figure 18. As bas already been in part suggested, this
disparity may be explained in terms of domestic buyers'
sxpectations of higher shipping ccata, dislocations in
shipping service, and further lmnitations hy foreign
governments on exports of certain basic materials.

Drastic shifts in prices of industrial raw muoterinls
resulied in new relative standings of important price
groups. Figare 20 shows the extent of recent diver-
genae betwaen the prices of raw and semifitdshed indus-

trinl mnterids ond those of finished goods. On the
baziz of the relative levels of these two grouns of prices
in 1934 the wyear 1837 had seen & grenter increase in
the level of raw-matarial prices than in those of finished
goods; but thiz divergence disappeared by the end of
tke vear, nadin the frst helf of 1938 the index of rew-
material prices fell below that for finished goods.
From Augusat 1938 to Septaxnber 1939 she two indexes
ramained together ai a practically unchanging level,
but raw-material prices sgain rose more sherply in the
Intier post of 1239, Al the same Hime, the upturn in
the fnished-goods index indicates the tendency for
ricing prices to become generalized.

A final divergence in price movements is to be found
in & comparison of wholessle and retail prices. As
is nsually the cesze, retail prices failed to show the
flaxibility that characterized wholessle-price move-
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ments in the 1937-39 period, Table 12 indicates that
the Naiional Industrial Conferance Board composite
index of the cost of living, which rafleciz the rstail-
price situntion to some extent, averaged only 3 percent
less in the first & mopths of 1939 than in the ssme part
of 1057, whereaa the Bureau of Labor Statistics com-
bined index of wholesale commeodity prives fell 12 per-
geat. On the other hand, the September 1939 rise over
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battar, tallowr, g, sbeers, Joed, sugor, caffes, fockd beane, sad cotbonseed oft, The
Iindex of Tdusteiel cue? eontamodity Prives s Dused o 16 QUOLALTODS (15 Inepns): Flax-
peed, mhellaa, mibber, hides, roatn, pelnt dath, allk, waol, buriap, steal somp {Chitsgs
end Philmielphis}, tin, copper, iwed, sind, s eotéen,
the average for the first 6 months of the Fenramounted
to 3.5 percent for wholesale pricaz and only 1 percent
for the eost of living. Between the. 1837 and 1938
periods the Fairchiid index of department-stors prices
deciined & percent, and then rose only 1 percand
tast September. In the wholesale-prica clnesifieation,
textiies, leather and ita praduets, and honssfurnishings
are most comparahle with the Fairchild indicator; and
these groups showed declines from the 1937 period to
the 1938 pariod of 15 percent, 12 percent, and 3 percent,
rospectively. Their Sepiember advaness smounted
to 7.5 pereant, 7 percent, and ! percent. Thus, with
the exception of housefurnishings, the changes in whole-
sale prices were significanily larger in this somparizon,
The tendsney townid inflexibility in both dewnward
and upward movements of retail prices may be geen in
tha case of foodstuffs alone, where the average of prices
during the first half of 183% compared with tha corre-
sponding period of 1937, snd the September 1930
average compnred with that of the first half of the year,
reveal movements in retail food prices abont half os
great as those for foods ot wholesale.

Some Developments Among Individwal Prices

Trom and Steed —Quoted prices for finished atesl for
the most part showed customery stobility o 1939,
sithough some price wonkness in May stimdated buying
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at that time. In the last guarter, rednctions from
listed prices were withdeawn on mest items. With
operations at better than 90 percent of eapacity snd
with many mills in no position to make delivery of
sheets, ztrips, bars, wire, and tin plate for several
months, =zellers were In 8 position to Insist on lisied
prices. Increases in export prices to the level of do-
mestic prices also indienicd the extent of a seller’s
markeiin steel. In addition, domestic prices on cevtain
ilems wers actually raised by some mills, notably on
plates and bars,

With the sudden increase in steel production in
Seplember, pig-iron prices were advanced 32 a ton,
while Fron Age's composite scrap price rose 32.50 & (on
in a single week and approxmately 4% percent within =
month. Bhoriages of scrap steel were not in 2l} enses
setual phyeical shorisges, but resulted in part from,
helding by menviacturers and deslers in a rising marlkat.
Hicher prices for sorap broughi some incrense in the
peresntage of pig ivon used, with o corresponding re-
duetion in the proportion of serap.
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Ag 2 calmer appraisal of the prospects came to prevail
and deslers releszed amounts theyr Lad held during the
repid market rise, s¢rap prices receded quickly to about
$18 per gross ton at the year end—well above the low
for (ke year of about $14 in May. .

Zin—In the nonferrons-melals group the largest nd-
vonce was recorded by the spod price of tin, which &b
about 49 cents & pound from June to August was higher
than any monthly average in 1638, and which rose to
nominal levels of over 70 cents & pound in Sapiember.
Supplies in the market hod been eomewhai depleted
after n 10-perceni rise m delivexies in both July and
Auguat, and Beptember demands could not be fully met
even at groatly advanced prices. Lorge shipments fol-
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lowed the raising of quotss by the Tin Commities,
however, and the price dropped to 51 cents by the end
of the year. A shortage of supply at the prevalling
price appears quite unlilkely.

Hubber—3pot-rubber pricez fluctusted arcund 16
cents a pound esrly in 1959, but from May through
August they showed a slight but persistent rising tend-
ancy, yYeaching alimost 17 cents ot the end of Auguat,
Heavy demaznd early in September shot prices to 25
cents Jargely nominal), o pesk from which they dropped
fairly quickly. By the end of the month they were at
21 cents.  For the remainder of the year they fluctusted
around 20¥ cenis, excepl. for the sharp decline to about
19 cents at the end of Decomber.

The pre-Seplember rising tendeney reflected declining
stocks in the United States.  August 1939 stocks were
27 percent less than those of Janvary: averoge stocks
for this B-rnonth period wers nbout equal to the nverege
for 1937, which waa 2¢ percent less than aversge quan-
tities on hand in 1038, September snd-ofthe-month
glocks were the lowest @nce March 193¢,  Produciion
of tire ¢casings and inner tubes inerensed rapidly during
the lagt half of 1938; and output during some months of
103% was double the monthly average for the first half
of the previsus year. -

Gradual reduction of stocks accounts for the etrength-
ening of rubber prices before September and for the
extent of the advance in Soptember. Subsequent
declinezs were made possible by the rsisiog of export
quotas in prodecing countriss.

Silk.—Among teztile prices, that of raw silk had the .

most speetaciler nse i 1939, Althongh the larger
part of ths rise for the year come after September 1, o
stropg upward movament was b progress from Janu-
ary through May. For the year as & whole, the high
of daily prices soared from $1.90 per pound in early
January to $4.85 near the end of December, a pesk

not hitherto reached sinee the early months of 1930,

Visible stocks, both in total and in United States ware-
houzes, declined rapidly during the fivet & months of
the year. The market shortage of sillk has been
expleined in terms of rising costz of production and
inecrenszod home ¢onsumption in Japan, but the fact
that the 1939 ¢occon erop was substantially higher
than that of 1938 suggestz that other factors, notably
speculative holding in Jepen, have played & part. Tha
mlvance of raw-sill prices has besn held by the trade
i:0 necessitade increased prices for full-fashioned hosiery
from levels thet permitted record eales in 1839 and
may eause aome shift 46 rayon nad to sik and codton
combinations.

Wool.——Wool consumption was quite high in 1939,
flppmximatelj 400 milien potnds, or shovt 40 percant
m excess of 1938 conzumption. Wool prices changed
little until Sapiember, and then n series of quick ad-
vaaces carried them 30 percent above thase prevailing
extlier in the vear. Acquisition by the British Govern-
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ment of the wool clips of Australin and New Zealand
coused seme uncertpinty as o the amounts that wonld
ke made availeble te the United States in the near future;
recent reportaindicate that tentative plans for the release
of 13,500,000 pounds (scoursd basis) have heen made.

Cottonn—The 10-market price of raw coticn rose
from around 8% cents a pound in the eady months of
the year to about 11 cents in the middle of Decemben,
the sverngs for the year boing about a cend higher than
that for 1938. Huge stocks of cotton owned or held
in luen by the Federa! Government might have been
expected to prevent a price rize of such a magnitude;
their failure to do so is explained by the fact that most
of the carry-over cotton could be made available only
ot mederially higher prices—sufficient to cover accumu-
Inted charges as well a2 the original purchase price,
in the eaze of Qovernment-owned cofton, snd the
smount of note, in the case of loan cotton, Ascumu-

INDEE MAMBERS. 13 = 00
ws
120

s X

g

J ' 7
.rf /_ki" ;
w05
s Y el
““H%mm .
arluscbon bt s bus bl FIr) FE)

Firare 2. —Tndezes &f Wirolesale Pricezal lodosssial (oo cepdd ds, £934-39

NorE.—Competed by tha Board af Govarnem of the Fodyral Resees Eystem foom
Ualted Btntes Depactoosat of Iabor dats; all forde wod feeds, hoth me and pen-
cocaped, are vrnitbed.

lzted charges were, for the most part, greater on the
Government-owned cotton; hence the old cotton, that
the xise of prices in the last third of 1930 madas it
profitable to market, was chiefly cotéon that had been
held against loans to growers. Durning the last quarter
of 1039, 164,489 bales of 1038 loan cotion were actually
releazed, but requests for o much prenter nmount were
received,

From the middle of November fo the middla of
Desember the spread between prices in domestic
mavlzats and prices at Liverposl widened ; in the cose of
American Middling Fair Staple the epread of Livarpool
over New Orleans ndvanced from 1.94 cents par pound
on November 13 to 3.43 cents per pound on December,
12. The Department of Apricultvrs attributed the
increased spread to o res in transporfation costs of
about 1 cent o pound, and alse in part to the raduction
in the axport payment rate, announced by the Federal
Government, from 1.50 conts to 0.20 ceni a pound.
The epread narrowsd somewhat on Dacember 18, but
wiab 3.39 centa on Deacembar 22,
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Estitates by the Daperiment of Agriculture as of
the end of the year Inoked to an ineresse of 300,000
bales in the American cotbon supply to & total of 25,700 ,-
000 bales in 31940, but this is expected to be more than
oifset by n decrense of more than 1,000,000 bales in the
supply of forelpn cotton. Some ipcerense in Jomestic
consurmptiop 3= anticipated, and this, together with
foworable prospeets for an increase in cotion exports,
may resalt in a leseening of the carry-over of American
cobion on Anpust 1, 1944, from the 14,000,000-bale total
of lnst vear. If woaz estimsted Inte in November thaet
world copsumption in 1939-40 woukl be abont egual
t0 this season's world ocutput, leaving a world corry-over
in August not materislly less than that of & year pre-
viouzs. By the cnd of 1939, however, 1940 consumpiicn
prospects, hence those of carry-over and prices, had
become more uneertain,  The restriction of eciviliag
consumption in the warring countries must ba sct off
against potential incresses io the demand for consump-
tion zoods arizing cut of partbielar war neads,

Wheat and corn—Leading farm products tended to
spp in price for the first & months of 1989, with the
exception of a temporary sirengthening in whent in
April and May ss » result of o protrocted diy spell;
wheat prices tumed down agnin after raimfall, when 1k
became ¢lear that not only was the damage to winter
wheat less thin previously azpected, but also that the
cutlook for spring wheat was exceptionally good.
Hence, by midsummer, prices of lending form products
wira rather low, despite the fnet that muech wheat, fop

axemple, wos being taken off the market on Federal |

Government loan, and despite continual war scaves
{rom Europa.

Beveral factors sontributed to the drastie upward
spurt of farm prices in September.  Of chief importancs
was the sxpectation of large buying from abroad et an
early dats, which colored the thinking of speenlators
and domeztic conswmere alile. _

Some recession from the September peak for wheat
took place, but a rapid new advanees oceurred in Deesm-
ber, carrying spot prices to highs of $1.10 & bushol and
mora,  The IrecamBer upturn iz etttibutoble o the
drought situaiion that developed in the fingl quorter of
tha year, giving rise to predictions of one of the lowest
winter wheat erops on record. Heavy snows in late
December in the West and Southwest were thought to
bave arrived too Inte, in view of considerable deteriora-
tion that bad alvezdy occurred. Domestic wheat
production for 1940 waa estimated at the close of lnst
year st aronnd 60,000,000 hushals, 60,000,000 less
then catimated domestic consumption. An additional
Tactor tending {¢ strengthen whent prices was the oui-
look for an Argeniing yield of only 150,000,000 bushels
or less, as compared with last year's 336,000,000
bushels,

The domesiie enrry-over on July 1 next may be
306,000,000 bushels, an increase of 45,000,000 over thas
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of July 3, 1939, resulting from the large 1030 crop and
the probability of diminiched exports in the coming
months, especislly becanse of the suspension of the
expors subsidy program for wheat on December 29, as
well as rising shipping costs, The excess of estimated
disappearance over praduction in 1940 indicsates, how-
ever, % substaniislly rahiced corry-over for 1941,
afthough it will probably still axecead 200,000,000
bushels. Continued Iargs stocka of surples whest over-
hanging both the warld market and the domestic
marlet will necessarily exerciee & restraiving influence
on prices for some time #0 eome.
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Figore 2. —Weekly Averags Macket Prices of Important Parm Froducis,
1¥36e3% (0. 5. Departoant of Adricultore).
" KoTR~Priogs are g3 fotlswey: Cotten, Middling, F-foch, averigs oot toice st 10
siarkikt; wheat, No. 3, Hird Wintor, walghtdd sverege pesos of reparted cash sales
ot Eansas Clty; oqen, Mo, 3, Yollow, walghied arerams ipcs of reporind cash salee sk
Chilcago, Dedt stears feom the Corn Balt, woighied Averags Trios of 41 prades sold out
of fipet hasdy at Chispra for deuphilse hops, melybiod avermpe price, paclés and
shippar purckases. sk 7 markats.

In July, corn prices reached n G-yvear low, in part
bacanse farmers, confronted with a shortage of arib
space, were sttuggling to rmnke room for the new crop
by unloading the corn they hed in a market that was
ulrendy depressad. There was & recovery by the end
of July to 45 cents » bushel (Ne. 2 yellow), whers tha
price remeined with little fuetuntion until the meteoric
Beptamber rise to about 65 cents. A recession almest
to the 46-cent level oceurrsd at the snd of the month
sad in early October. A renewed ries in late Naovem-
ber and Decombar, resulting from the strong upward
trand in wheat plus some jneresse in eorn exports,
brought the price almost to 0 cents by the end of the
yanr.

Cotile and hoge —Hog and coistla prices moved sharply
dovmward during the first 8 months of the year. Large
feed crops in the immediately preceding yours led to
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ipereased production and, in the case of hogs, to in-
erenzed slaughterings; the result being &n nverage price
of $5 & hindred pounds for hogs in seven markets in
tha middle of Aupnoet, the lowest ginca 1934, compared
with $7.80 in February. The aversge price of beef
stears st Chicago went & Little helow $8 a hundred
pounds in August in contrast to $10.40 early in the
year. The large herds that hed exerted so depressing
an influence on livestook prices earlier in the year were
aufficient to pull prices down from the peraks to which
they jumped in Ssptember—in the case of hogs, back
to August figures after speculative activity diminished.

Sugar—Frior {0 September, visible United States
stocke of suzar were substantially above those for 1938
and were even furthar abeve the 193537 avernge.
Excess stocks were due chiefly to a high level of output
of beet sugar added fo large existing supplies frem
gther arepa. Ohwing to the volume of stocks, prices
ware somewhat depressed during the first 8 months of
the year, duty-fres Taw sugar fluctusting between 24
and 3 cents per pound. Apparently bacanse sugar
became & rationad commodity during the war of
191418, heavy buying toock place last Saptember. As
 reguit of the ensuing rize of raw-sugar prices to 3.85
eents per pound and refined suger prices to $5.75 per
100 pounds, tha President suspended quota restrietions.
Ths price of mw immedistely foll and was 2,80 eente
at the cloze of the year. During the period of about
3% months while the quotos were inoperstive, pro-
dueers aold eagerly in order to avail themselves of an
opportunity t¢ dispose of their heavy stocks withount
therehy entting into 1940 quotas.

Apnouncament of the restoration of marketing and
import quotes as of Jaousry 1 was made by the Fresi-
dent on December 26. Subsequently the Department
of Agriculture relsaszed its initia] sstimate that domes-
tie sugar consumption in 1940 would be 6,725,100 short
tons, raw value. The trade seems to believe such a
volume of production will be sufficient, in view of the
widespread incrensa in invisible stocks during the buy-
ing wave that followed the declaration of war in Burepe.
During the period of sospendad gquoias, the duty on
Cuban sugar automaticelly reverted to 1Y cents a
pound, bu a ¥ycent duty became operative on Decem-
ber 27, after the President™s preclamation anpouncing
quota restoradion.

Domestic Banking and Finance
Banking and Credit

The principal developments in domestic banldng and
finonce in 1939 were clogely connected with the out-
bresk of the European wor and with the prolonged
-international jension which preceded it. The growing
certainty that a major conflict wes iruminent led to o
whilezale transfer of fimds to this couwabry for safe-
keaping or for future nse by foreign governments and

M2
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was responsibie alse in some degrea for the continude
large balance of commodity exports from the United
Btates. {See p. 45.) The counterpari of these two
factors was oo nddition to monetary gold stocks from
foreign sources durmg the year which exceeded $3,000,-
000,000, The inflow of gold from abrosd, together
with output from domestic mines, raised gold stocks
from %14,512,000,000 ni the end of 18388 & $17,643,-
000G, 000 at the end of 1932, an increase of more than a
fifth in boldings already greatly inereased by the heavy
inward movemeant during the period since the beginning
of 1834. This is shown in figure 232,
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Figors 1) —Monstary Gild Stock and Member Bank Repervow, 1934-2%
(Mopetory okl ook, U, 5 Treossury Deparenacne; Mamber Bank
Reservan, Board of Gorerpord of the Federal Réseore Syvtam).

Hare—Tkta ars e Wedgerday of sach week,

The additions to monetary gold during 1939 resulted
directly in the ¢roation of additional bank resarvaes, on
the one hand, and in new bank deposits, on the other.
Insofsr as the reserve position of the banks wns con-
carnad, the «ffect of tha gold movernont was accentuated
by othar faetors tending to increase the volvme of funde
at the dispose]l of the banking system. Chief among
these wnz the mnet disbursement by the Treasury of
approximataly $600,000,000 from its eash and from its
deposite with Federal Reserve banks. (See table 13.)
An incrense of shout $750,000,000 in the amouvnt of
money in circuletion abzorbed a part of the resources
arisiog from gold inflow and from: Treasury disburze-
ments, but the resolting intrense in member-bank re-
serves during 1939 was $2,900,000,000. Nonmember
institutions incressed their deposits with Federal Re-
zerve hanles by more than $200,000,000.

These trends in basic credit and banking coaditions
werg practically unbroken throughout 1938, Inrgely
becnuse the inflow of gold, the predominant elament
in the situation, was virtually uninterrupted. In Sep-
tember, at the time of the sharp bresl in the prices of
goveroment bonds, the Federal Rezerve banks increased
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their boldings of governoent bonds avd notes by about
%475,000,000 and thus temporarily accantuated tha
incrensa in the reserves of banks. At the end of the
vear, however, the amount of Fadoral Keserve bank
credit ouisteadiog was slightly Jess than it was at the
end of 1938,
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The enlargement of bapking reserves in 1939 was
socompanisd by & further eccomulation of excess ra-
gerves in the banking gystem, (See fig. 22.) The eur-
plue reserves of member banks rose from $3,200,000,000
on December 31, 1938, to $5,200,000,000 on Decernber
30, 1939 (the total had rescked %5,500,000,000 m
Detober), despite the fnet that required resarvasz apainei
deposit liabilities were higher by $000,000,000 at the
cloze of the year. By comparison with Awvgust 1937,
after the Faderal Keserve Board had raksed reserve
© requirements ox March I and May I to the full extent
permissible undey exicting jopizlation, the excess reserves
of member hanks had incressed more than sevenfold-—-
partly, however, a8 a consequence of a redection in
requirements in April P38, Af present lewels, the
recerves of rmember hamlee abowve legal requirements
place them largelr hevond the control of the monetary
suthorities through the use of available instruments of
credit. The further use by the Board of its power to
raise required reserves would absorb less than a billion
of the surplus, and the sale of the Reserve banks’ entive
hkoldings of Government securities would take up two
and & half billion, leaving well over a billion and = half
of excess reserves still in the possession of member banks.
Action by the Tressury to reduce bank reserves or to
sterilize pold would invelve ap incresse in the Federsl
debt, which is already near its statutory limit, and, in
the case of sterilization procedures, would be effective,
of course, cnly in respect of future gold nequisitions.

If the temporary increase in holdings of Government
obligniions by the Federal Reserve banks in September
iz exvepted, no officiel messures bave bean taken directly
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1o Wfuenee the reserve posidion of banks or the general
conditions underlying the monoy market eince the
pasing of credif early in 1938, In Febroary 1938 the
Treasury abandened, in effect, its gold sterilization
policy and proceeded in April to desterilize an secumy-
Intion of approximately $12,400,000,00¢ of gold in ite
inactive pocount. Desterilization was accomplishad
through the deposit of gold certificates with the Federel
Reserve banks, and an increass in bank reserves was
produced by drawing down the resulting Treasury
deposits through the retircment of Treasury bills with
cash. The reducticn in the reservs requirements oa all
classas of deposits for all member banks immedintely
followed #his action by the Treasury., Earlier, in
August snd Sspiember 1947, the discount rates of the
Federsl Reserve banks bsd been lowered—io | percent
at New York and to iX percent in other disiriets

Loans and Tnvestmenta of Memsbor Baslog.

The investments of banks In the United Etatras, a5
indicated by weekly reports from member banks in 101
leading cities, rose gradually during 1929 by virtue of
further purchases of governnent ohhga.tmna Their
loans, sftar chowing s declining tendency tip to tha
middla of the year, increased slowly until the beginning
of the war in Eurepe, and then more rapidly as the rise
in industrial production and the building wp of inven-
tories created new demands for bank accommodation.
The riss in the totzl ioans of reporting mamber banls
for the year as & whole, approzimately $250,000,000,
was relatively small ; but the ineresse during the second
half of tha yenr wes nearly 600,000,000, (See tabla
14.) The expansion in loans to commerea, industry,
wnd agricuiture was primavily responsible for the in-
cressa in total loans during 1930, (Okher loans, espe-
nigdly loans connected with the marketing snd trading
of seeurities, were reduced.

Takls M. ~Loana and Investrnants of
Salec

1ot EH F.u;mrﬁng-, Mamber Banknon

M UNons of doeilars]

.,%%,1

Erd at et

End of End of i
rem T | Jpme | S| chonee) St
1984

Cowmwchil fndasirink sodagrkoiiunsl i

me"""""";ﬁ P At Iy LY | GEA| 2R | M0 i
rrchasdeg Fivg oo
................................... L6 | L.JEl | IEW | —~2H 13
ey IS v rra s mrrnamana ss rrarammm svmn Lifn | RoeS | RINT -z -+
Talal boarey, ., o [E— B30 ] Ree | Kot | 4EH ]
hnmmanﬁa in 1F, 8. Gnvernmﬁ ntll

AL A im o baciaosa- e .| b8 [ 10671 L1, IS [RL1OT S
lnﬂatmnnla__._. ________________ 4,80 [ dHT| 6 iHe =7 +F
Toll v b mbe, e v s 4,80 | A | L E 41,08 =Bl
© Total kst 2ol fowesbmends. . .. ... 2,000 | 060 | ELOEY (4043 | Ll

Boooron: Pedoral Feenrs Bullsilo.

The combined loans ewd investmants of reporting
member banks at the close of 1959 were sgnin at the
high level reached at the end of 1836, and investments
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alone were above the previous maximnm, atigined in
that year. By comaparizon with 1029, loens were approx-
imately half of those then cutstanding ; wharear invest-
mentr, lmpely inereased holdings of government securi-
tios, were congiderably more than twice aa large, ns may
be geen ip figure 23, The combined aggregates were of
approximately the sama magnitude. Since 1932, the
primary change in bank portfolics has been the stendy
growth ju boldings of the direct and fully gusranteed
obligations of the Governmeni, which comprised nearly
50 parcent of their totsl [oans and invesiments ai the
end of 1929, as compared with 28 perceni at tle end of
1832 mnd with 11 percent ot the end of 1929, The
volume of loans, althouzh naturally respensive te
fluctustions in business activity, remained at & level

. EILLPONS OF DOLLYRS
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Figuer B.—Loans and Investments of Reporting Mamber Banlx in 16l
Laading Ciriea, 13729, 1932, k%37, and 1959 (Foayd of Govermors of the
Federal Reyerre Syniem).

Hore ~Dats aro bor the Wedreaday neorest the and of the year. Don to shangee
in dasclfieation, compacatie date R "'Coomareinl, Industthl, sod Agricokoial”
loand are oat avdllakle seprasely for 1090 and 1982; therefore “totn] Toune* fnp thane
eare arn showy Lo this ebark,
apparenily permanently reduced from that of the
1620's and not much above the lowest levalz of tha pasi

decada,

D prowlt aqﬂ Money Supplies,

The incresse v bank loans and mvestments during
1938, coupled with the addition: to monetary gold,
zerved 1o raise 1he demand deposits of individuals and
business firros to 2 record fipure. (Fig. 24.) For report-
ing membar hanke, the riee durivg the year was $2.600,«
000,006 and, for all banks in the Tnited States, more than
$4,000,0:00,000. There was it the same time, however,
¢ further iall in the rate of turn-over of deposits at
commergial banks. The rise in the amount of money in
circulation during the yenr, whick carried the total well
sbove the level reached ot the peak of currency hoard-
ing ip 1933, was only in part the reflection of o grenter
nead for handsto-hand currency. As in other recent
Fyears, special circumstances, includiog exporis to
Eurape for hoarding and speculation, sn accumulntion
of individual savings in tha form of currency, the shift
from bank deposits te currency as & meaps of making
payments, and moreased holdings of idle cash by banks
must account for much of the additional supply of
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motey outzide the Treasury. Considered in relation
to the requirements of industry and trade, thera was
during 1939 a growing redundancy of monsy in the
hands of the public as well as of resarves in the posses-
gion of banks.

MBEY MUMEXRS, 1293-25 lod PRLICHS OF DOLLARS
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Figuir 24, —Demard Ceposlte, Adjogied, snd Anspug] Fate of Torm-0tr
of Dasmand Depasite (Adjoscad foc Seagonel Varistiene) in Roparrisg
Membinr Banks i 108 Lowding Cldeg, and Moday i Clreulxtios, 1934-32
{amtanid Beprgies, Adjureed, Eovard of Guorarnors af rha Faderal Reserve
Syitem; Aonwal Rate of Turn-Dvar of Do) Deporlts, Fedaal Re-
arre Hawk of Mew York; and Maney io Cheufaian, 10, 5. Tressney

Deparinaend).
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and dota ke YMoney m Clroolation™ aze a3 of the dod of sach oooth. “Tha besa
poriod ot the lodexes of “Adcoel Bacy of Tre-Over of Deapand Depoaits™ Be
daily avarape for the yearm 1Y threagh 12,

Interest Rates

Exenpt for some brief rises in SBeptember, the generai
structure of interest rates in the United Siates was
virtually unchanged during 1939 and contipned to
roflect the extreme esse in the money mearket induced
by the plethors of fands availeble for invesfment.
Open market rates in New York on 4 Lo G moath com-
merciel paper ruled at Y to ¥ percent except during
the period from the middle of September to the middle
of November, when the renge was ¥ to ¥ percent.
Eatez on 90-day bankers' accaptances, 90-doy stock-
exchonge time loans, and stogk-axchange call losne
ware unchanged at %, percent, 1} percent, and 1 pers
rent, respestivaly. These low quotations were the
culmination of an almost continnous decline in the
cost of shortterm moooy sines 1920, Bestrictive
gold and reserve policies put into effect in 1936 and the
first half of 1937 resulted in some hardening of rates,
but, the reversal of these policiea with the downturn
in businege activity in the latier half of 1937 rcstored
& condition of extreme ease in Lhe money market.

Denlers' quotations for 9l-dey Treazury bills, re-
ported at 0.03 percent throughout the first half of
1939, rose to 0.20 percent in September gnd then fell
to 0.04 percent in December; the yield on new issues
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al the opening and close of the year was negligibla
or nil, and resehed only 0.150 percent ot & maximum
in September. The average yield on 3-vear to 5-year
Treasury notes was 0.63 percent at the bepinning of
Januery end 0.47 pereent ot the snd of Decamber,
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with & high of 1.18 percent in SBeptember. Corporate
bond ¥ields, along wiih yields on Covernment honds,
showed # geperally declining tendeney through the
middle of the year, rose sharply upon the cutbreak of
tke war, and turned dowmward gpsin in Oclober.
{Bee fig. 25.) The yield on low-grade corpornie bonds
incressed abruptly, as stock prices fell, in March and
varly April; whereas the rate of return oz high-grade
iesnee ehowed only a elight upward tondency. In
Septomber, on the other hend, ths rise was raweh mors
pronounced snd endured longer in Ehe casse of high-
grade than ip the c¢ase of low-grade bonde. At the
end of the year, the epresd between yieids on the twa
clasmos of obligations, although nayrowsed as compared
with the interval at the exnd of 1935 and neariy halvad
a8 compared with thet in April 1938, waz considerably
widar than at other times during the yesr, particularly
in Septembar.
Socurity Markets

Although the secvrity exchanges reccted at timea to
international developments—ans, for example, during
the dismemberment of Czechosiovakia in March--
industrial stock prices in the first thres quorters of 1939
followed in general the coursa of husiness activity ot
bome. The improvemment in the markat for thia clazs
of equities which seoompanied the upswing in industrial
production snd corporate profits during the latter half
of 1958 was followed by & moderate recession as business

SURVEY OF CUREENT BUSINESS

February 1940

setivity slackened townrd the end of thaé year. (See
fig. 26.) The wealmeas in industzisl shares extanded
into the early months of 1939 and becama marked in
April, (See table 15.) After April, an irreguler rise
sot in—with renetved weakness sppearing, however, in
August. The beginming of hostilities in Eurcpe set; off

Takh 15.~Common Stack Frices oo Selected Dutes, 193839,
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2 brief buying wave based obviously upon widespread
expectations of sharply improving business and of a
sustained rise @ commodity prices, After Septorber,
prices flnctiated within narrow limits sround & level
roughly 10 parent above wyerages for Auguss, with, o
the whole, & slight downward tendency despite the fact
that industrial preduction and corporate profita con-
fnued fo rise. It was appurent from thess develop-
ments in the market for industrial shares that a more
sober view of businesz prospects, #s affected by war-
time ¢ivcumsi{ances, soon came to prevedl., At the end
of 1930, representative averages were al approximately
the lavel of December 1928, but much below the peak
reacheod in sarly 1037,
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Figore Ja~Tadects af Eaduptrin] Stock Prices, Domeastic Carperane Bond
Frices, a0d OQoarterly Earnings of badistrisl Corpoeztlions, 193439,
(Basin Bgurey for stack pxd bood prices are from Standerd Stativiics
Company. Inc, and quarcesly sarnings dots are fiom the Fadural Ke-
serve Bank of New Yoark, axcepd kot the founth quarresr of 1939, which
way tilmaved by the TF. 8. Departooent of Coniopiatee,)

The prices of utility shares followed a rising trend
throughout 1039, with ondy brief recessions in April and
September. (Seefig. 27.} Railroad stocks, which had
remainad 2t a low level afier April while the marlet
for industrisle and utilities was showing peneral im-
provement, rosae in September and October to the
bighest guotations since 1937 im respopss to the sharp
incrense in cor loadings and the prosperts for substantial
net earnings by the roilroads during those monatha.
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In the bond markst, the prices of all classes of obliga-
tione rose daring the enrly months of the yeor, wealkened
in April along with stoek prices, tended upward through
July, and then, with the exception of low—grade iseues,
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Figoae 27 —DMovesment of Stock Fricas, by Major Gooom, 1936-39 (Standard
Sreyirvice Company, loc.).

broka sharply in September. At the iime of the Sep-
tember break In corporate bond prices, oceasioned ap-
parently by expeciations of a hardening of interest
retes and of more attraciive uses for investinent funds,
an abrupt decline in long-term government bond
prices led to heavy purchases by the Federal Reserve
System a3 & means of maiptaiping an orderly market,
By ibe end of December, povernment boads had re-
covergd most, and corporate bonds all, of their earlier

Mew Sectnriey Issues,

. The volume of publicly aanounced corporate security
ieanea for obtaining new capital in 1939, ziven in figure
28, waa the smallest since 1935. These offexings totalad

MELLIGHD GFE DOLLARD
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Figore BemTomt Coeponte Capltal Fletntloos Foblicly Announced,
1%16=30 (Commercia] and Flownclw Chronicle), .

less than $400,000,000, as compared with $200,000,000
in 1038 and with $1,200,000,000 in each of the years
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1237 and 1838, The aggregate of refunding issues, on
the other band, 8z o result of low retes of intereat and
favorable market conditions, was relatively high. The
low volume of new security issues, whils refecting the
reduced rate of capitel formation, exaggerates the de-
oline over the past decads im expenditures for new
durable producers’ goods. It iz wefl known that the
proportion of mew capital firanesd by publicly an-
novneed eapilal issuss is mueh lower now than o
decada ago.

Federal Financial Operations

Both the receipts and the expenditures of the Federal
Government in 1939 were directly influenced by the
trend of netisnal income and business activity. The
decling of mdivadual and corporate incomes, which be-
gan in the latter part of 1937 and continuwed wntil the
middie of 1688, cansed a redustion m Federal tax rev-
coucs during 1930, At the same tima, the expansion
of the fayrm program and the adoption, in the spring
of 1932, of & polioy desipped to step the receding tide
of bueinese were amony the factors which resulted in an
expansion of Tressury ovtlags. The net result was
that the excess of actual dishurssmants over raceipis
inereazed hy 1,300 million dollare abowe thoze of the
preeeding year. Despite this development, however,
the Treasury borrowad on balsuce only 100 million dol-
lara more from tha public thav it had in 1938, apd the
net voiume of interest-bearing securities which it sold
to the public in markeiabla form (that iz, axeluziva of
T. 5. saving= bonds) was nctually 240 million doliars
smoller than in 1938,

Treasury Expendituoras,

It will be recalled that in April 1938 a move toward
enlarged relief and public-works outlays was inaugu-
rated as part of o program designed to revarsa the down-
ward movement of buziness netivity which was then in
progress. The expansion of expenditures under this
polioy began immedintzely and continued inte 1939,
Federal outlays reaching their peak in the second guar-
ter of the year, a3 may be seen in table 16. Qutlaya
under the WFPA, which is the most fexibla of the major
programs and which had been almost halved betwean
the end of 1935 and the aetumn of 1957, ware the chief
meana ¢f putiing the policy into immediste sffect.
From a figure of 353 million dollare in the first quarter
of 1938 thesa outlays rose to & high point of 621 million
in the last gmarter of the year. During 1939, howavar,
they declined sieadily, almost to tha enriy 1943 Gyures.
Aa a vesult, WFA sxpenditures during 1939 were less
then in the previous year by 170 million dollars. In
addition, expenditures of the Civillan Conservetion
Corps declined somewhsat, bringing the total expendi-
tures under work-relief programs to a figure about 200
million dollars below 1088.
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While the major part of WPA programs has been
‘financed with Federal funde, from 15 to 30 percent of
the total expenditures on projects operated by WPA
hive been contribnted by the sponsors. The spomsors’
contribution hes gradually increased—from 334 million
doBars in 1087 to 438 million tn 1933 and to roughly
500 million in 1932. In terms of employment, thess
dollnr fgures represent & reduction from the WPA 2ll-
tima high of 3.2 million workers in the auturan of 1938 to
1.6 million in the antumn of 1930, Duripg 1937, WEA
provided smployment for ebout 20 peresnt of the aver-
ags nugnbar of estimated unempluyed in 1938 this rose
to 23 percent, and was again reduced in 1939 to 20
percent.

In contrast with the immediate expansion of WFPA
outlays, actunl expenditures under the public-worka
prograan increased more slowly, reaching 2 perk in the
first half of 193%. As & result of the expension, total
dishursements on pablic works of various sorts in 1930
exceeded those made in 1938 by 250 million dollars.

Outstonding smony Federal activiiiss was the in-
arease of approximately 400 million dollars, or nearly 50
pereent, in expenditures under ths agriculbiural pro-
grams. 'Thess outlays were a6 their height in $he second
&nd fourth quariers of the year, The increased outlay
to farmers in 1939 wes largely due o payments made
under provisions of the Price Adjustment Act of 1938,
This act approprieted 212 million dollars for pauby
paymente to producers of wheat, cotion, corn, tobacco,
snd rice who participated in the acresga restriction and
conservation features of the aci. In addition, some
increase in payments represented & wider participation
in the Agricultural Clonservation Program during 1930,

The natiopal-defense expenditures have increased
quarter by quarter throughout 1939 and probebly will
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continne to expand for some time. Their growth
pontinues a trand which has bsen in prograss sinea 1034
and is the outstanding featurs of contrel government
budgats all over the world. In 1939 theso outiays
mmounted fo nearly 1,300 million dollars, as compared
with eliphtly more than 1,300 million dollars in 1938.
Of the increase, about 54 percent went to ths Navy and
46 pereent to the Army. In sddition to thess changes,
thera wos an expansion of deperfmenial sutinys in 19349,
Omn the basis of new classifications vsed by the Trepsiry
(shown in footnote to table 16) thesa sxpenditures in-
cressed froma 715 million dollars to 305 miltion.'

These and other actual sutleys (Goeluding the hudg-
eted expenditures of the Reconstruction Finance Cor-
poration and Commeodity Credit Corporation, which
are omitted from table 16) totaled 8,790 million dofars
in 153%, as compared with 7,850 million in 1938. In
addition, the Treasury credited the Old-Age Reserve
and Hailroad Retirament Accounts with about 200
millicn dollars mors than in 1938, These charges, as
well 15 dabt reiirement, are incladed in budgeé expendi-
tures and thereby raise totsl bodget expenditures for
1939 to 9,510 miflion dollars from 8,480 million 1 1238,

If the wverions budget outlays ave considersd as
percantages of the total (excluding transfers to trust
agcounia and. debt retirement}, certain siriking changss
appear T the past faw yoara,  As fgwre 20 shows, work
programa and relief accounted for less than yne-gquarder
of the total, as compared with one-third in 1936,
Agricultural programs incressed from less than § per-
cend in 1936 to nesrly i4 percent in 1939, Nedional-
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defense expenditures have conshituted a slowly but
stoedily rimng percentsga of the total; while the xelative
{mportanss in the budget of interest and retirement,
pensions and assiztance, after inereasing in 1937, has
declined., Departmental expenditures, as now defined,
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varrowm polot to percab of bolal aeproditeres o UGS sud 1559 on bads of now
Trem ¥ claesifications. Sce table 1, foobmabe i

incrensed only skightly between 1038 and 1930, while
public-works axpenditures increased from 10.2 peresnt
to 12.3 poreent of the total

Trmur_g Reppeipto,

The decline of national ingome during 1938 was the
chief influence upon the tax revenues of the Federzl
Government during the past calendsr year. Ineoms
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taxes, which are paid for the most part on incomes of
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the proceding year, yielded slightly lees than 1,850
millior: dsllers, g deeline of 770 milion from 1933..
fSea table 17 and fig. 30) Total Federal revenuss,
howaver, wore only 500 million dollars Jowar than in
the preceding year. The expansion of business activity
and pay rolls during 1939 led to an increase in the yield
of miscellaneous intarnal-reveanue taxes and of Soeisl
Becnrity texes by 220 million dollars, while the accom-
panying expansion of Imports resilted in a minor
increrse in the yield of customs duties. These incressea
o, miscellaneous internal revemue oceurred despite the
cepenl of certain excize texes on foilet preparations,
sporting goods, camerus, furs, chewing gum, phono-
graph records, awd other articles under the Revenue

" Aot of 1938, and despite a reduetion in declared capital-

stock Talues under the provisions of the act which per-
mitied corporations to make new declarsiions. On
the other hand, the revenuaes wers somewhat Increased
by the hizher tax rate on distilled spirvits other than
brandy and the accompanying floor tax.

FE LN, .
Rlgure 3.—Budget Recelpts, 1938 and 1939 (on Basta of Dally Statemaint
(Turevived), of che T 5 Trepsury),

Tha decranse in income taxes, although primarily &
reflection of the fall in incomes between 1937 and 1938,
waa also affected by the Revenue Act of 1988, which
changed corperation tex rates, including the rate on
undistributed profite, and permittad o more liberal
treatment of capital gains and losses of iudividuals.
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Public Debr.

Ay p result of the billion-dollar ipcreese in budget
eerpenditures and tha half-billion decline in recaipts, the
calendar-year deficit rose to approximately 4 billion
dollars, 1,500 million more than in 1938, LDespiie this
large incrense in the deficit, however, the neé smount of
cash obtaiped frem the public through borrowing
operations was only 100 million doltars greater ¢than in
1938. This was_possible partly because the Treasury
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drew on the general-frind balance £o the extant of 610
million dollarz, &nd becanea nonbudgetary accounts
provided 380 million dollars more eash than they had in
1958. Aa 3 consequence, tha marked: debt rosa by
1,440 millicn dolors, as compared with 1,215 million
in tha preceding year, The following firures show how
tha deficits of the past 2 years wera relsted to the
Treasury’s public borrowing.
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i we consider only the publicly offered securities
which are marketabla, the comparison with 1938 is even
more stnking., Of the 1 440-millien-doller incrense in
werket debt in 1939, almest 770 million teok the form
of United Biates apvings bonds and over 120 million
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consisted of Treasory bonds sold directly to Treasury
trust and investinent accounts. The supply of market-
able interest-bearing Treaswry obligations sold (o the
public (excluding United States saviogs boads sold
directly %0 tzusi sod investment acccunts, and boo-
interest-bearing debt) rose by oonly 610 million doflans
in 1939, as compared with neerly 880 miilion in 1938,
Cash borrowing from the merkaet during the year was
coniined to the net issue of 150 milbien dellarz in Trens-
ury bills and one bond issue of 9 to 11 years, bearing
8 2-parcent coupon, foated in December 1039, of which
520 million dollave was sold to the public. Treaswury
notes were redesnted in & net amount of &0 millen
dolizrs.

A major choreoteristic of recent Trensury fnancing
hos heen the raplacement of short-dated debt with obli-
gotions of longar maturity. This tendency is clenrly
showm in the rising average length of maturity of the
intereat-bearing debt: *

Decombar 31; Yrrr Iowthe
MWas ... B T
18936, - . 11
L = L b ]
IBB8 . e eimeiemae 1 L1
188D, . . iima s aaams R {1 ] L]

The longer average life of the debt ia also indicated
by the change in the iype of obligation oulstanding,
shown in table 18 and figura 31. In the past 2 years
the wolume of publicly offered bonds has been inereasad
by 7.6 billion dollars, while the volwme of Treasury
notes and bills has been rednced by 4.8 billion. This
subatitution of longer-daled debt, varying from 9 (o 27
yoors in life, for debt with o maximurm life of 5 years
makes interest charges in suceeading yeara highar than
they world be if maturing abligations ware refinanced

| by pmew securities of approxmately egwal msturidies.

The puhhudebt oparations of 1938 setually did have
the effect of raising intarest coste. In 1939, howerar,
the effeats which this shift toward Ionger-dated dabt
might be expected to have upon toial interesi charsas
wers largely offset by the fact that the new securities
issued, though of mmturities aqual o or longer than
those for which, they were exchangad, hore lower cou-
pons, or bore eoupons only slizhtly higher, and alao by
the fact that several issues ware sold in Mareh 1939 at &
preminm—al of which was credited to intersst chargen
in 1839. The following figures, which show the chief
reficaaeiog operations carried ont in 1939 (or &t the end
of 1838 in maticipation of 1939 mafyrities) pecout &
comparison of eoupons and maturitie of ald and new
securities. .
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apacitl 3-percent notes and 2i-percant certificates of
indebtedness held respectively by the Old Age Ressrve
Account and the Unemployment Trust Fund and on
other apecial securities held by trusé snd investment
acconata.

A large part of the public debt hae recenily boen
taken by the Old Age Reserve Account and the UTnam-
ployment Trust Fund. Thess funds, set up under
the Social Security Act, have accumulated the follow-
ing amounts of Treasury securities in the past 3 years.
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The possibility of selling equal or longer tarm secu-
ritiea to yield less or only slightly more thoan the refunded
obligaiions is a result of the sharp decline in interest
rates which has ocourred amce 1934 and 1935, when
mosh of the recently matured debd was issued.

Table 16 ~{banies 1o Grois Public Debt, 1738 and 193%
[PTINllon= of dollars]

These sccumulations represent prninarily moneys
credited {0 or deposited in the two sccounts by the
Faderal and Btate treasurics. For scoounting pur-
poesz thess craditz end deposits are regarded simply
as oxpenditurss of the various public treassurias. In
substance, howaver, they are closaly ralated {0 the pay-
roll taxes levied under the set. If the transmctions
under the variouns sosial-seeurity laws ore viewed as o

- - % whole, it iz cleay that the legislation has had a powerful
effect not only upon the source of funds from which
""Efﬁm‘“mm : the Federal deficits have bsen financed, but also apon
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the net funds withdrawn from and peid out again into
the stream of the country’s money income. ‘Table 19
showa that revenues under this legislation have been
over 2,360 wilion dollars more tben the amcunt paid
out In grantz, sdminisirative ezpenses, benefile, ond
withdrawale by States. '

Federal Corpmativns and Credic Agancies,

The increasing complexity of the economie aotivities
of tha Federal Government sines the World War has
led to tha creation of numerous corporations and agen-
cies whose oparations are not, for the most part, reflested
in the Foderal budget. In ihe case of the corporations,
budgetary appropriations have zsually provided zll or
part of the original capital stock; in tha cass of the
credit ngencies, thay have usually provided part or all
of the original operziing funds; and in sddition, the
porporations ey receive annuat appropriations for spe-
cific purposez, sueh a3 grants or opersting expenses.
Conversely, the corporafions or agencies frequently
repay the Treasury for previous advinces, either as &
resulé of Liguidation or from fundz derived from non-
Treasury sources, snd these¢ repayments serve to in-
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create Federal receipis. To thie extent, therefors, the
operations of the corporations end agencies do affect
the budget; but these effects are highly irregular, as
they resnlt from shifts in capital funds. The bulk of
the ordinary losn and inveztment transactions ate not
reflected in budgetary receipis ot expenditures, simes
most of the fupds are not supplied by the Tresstry.
Thi situsation, howswet, mokes them no less importané
a part of the Federal finaneial picture.

The totel assets of Foderal corporedions and credit
agencies aggregated 12,824 million dollsars on Novern-
ber 20, 1930. Thi= constituted an ineremse of 728
millien dollare during the preceding 12 months, As
table 20 chows, loans end investmenis and capital-
stock holdings totaled 8,860 million doliars, an increase
of 434 million. Holdings of United Statez and United
States-guaranteed securities were 574 million dollars,
ang portfolios of other securities (principelly Land
Bank bonds held by the Federal Fazm Mortgage Cor-
poration) totalad 889 miltion, an increase of 34 milkioa.
Other assets, ineluding cash, aceounts yeceivalble, busi-
ness proparty, and real estate held for sele, ineraased
by 260 million dollare to 2,201 millien.

Tablé 20 —Asptde of Corernebnt Corpotadionn and Credit Agencles, Hommber 30, 1939
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The incresss in tha capital funda of the corporations
and ageneics during 1939 reflected s lergre expansion of
thair dabt, partly offsat by a dealine of the Federal
Government’s propristary interest. Their guarantesd
debt fincluding acerned intersst) rose hy 712 million
dollare, while an additional 335 million. yeflacted o
inereass in nonguarantead liahilitiea and reserves. The
Federnl Government’s proprietary interest, on the
other hand, fell by an amount equsal to the incTessa in
nonguaranteed obligations and reserves. These
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that, although most of the corporations and agencies
are primarily engaged in lending or similar operations,
foor are insurance ageneiea—the Federal Deposis Tosar-
anca Corporation, the Faderal Savings and Loan Insor-
anca Corporation, the Federal Housing Administration,
and the Federal Crop Insurance Corporation. ‘Their
nszets teka the form, for the most part, of investments
from copital snd reserves which zre in the process of
being built up from premivm payments. Alsp, the
Tenpessea Valley Authority is in a class by itself, its

are chown in table 21, It will be noted from the tables | aseets being primarily real estate and business property.
Table 24, ~Liakilitivs of Govsrnosint Corporatioi wod Credit Agencier, Norembar M0, 193%
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With respect to loan operations the expansion in the
year ended November 1930 was lagely confined to
agricultural agencies, which showed o net increaze of
208 million doilars. The home mor{gage and hoysing
group showed no change in loans outstanding, whereas
lognz of the industrial and fnancial group declined 23
willion dollers. The Commodity Credit Corporation,
which makes loans on certain farm crops, showed the
largest individual ipereass, 305 million dollare: Farm
Credit Administration loans ross by 167 million. On
the other hand, loans of the Raconstruction Finanes
Corporation and the Heme Owmers’ Loan Corparstion
each declined by sbout 145 million. The Recon-
struetion Finanes Corporation, the Home Owmners'
Loan Corporation, and the Federal land banks remain
by far the largest of the sgencies from the viewpoint of
loans outatanding, having among tham 5,754 million
dollars in loans, or nearly twosthirds of the total loans
of all the agenciea; their combined sesots constituta
54 parcent. of tha aggragata,

The boldings of United Stotes seourilies and securis
tiea puarantesd by the United States are concentrated

in the Federal Deposit Insurancs Corporation sod the
Federgl Savings and Loan Insurance Corporation,
which have 383 million and 120 million dollars, respec-
tivaly. These invesiments represent most of their
capital and their reserves accummuleted against insur-
wace linbilities, Similacly, the oapital of sererol other
agepcies iz invested in direct Treasury or gunranteed
securitise. The holdings of other zapurities are com-
posed principally of the 761 million dollars of Federal
land book bonds held by the Foderal Farm Mortgage
Corporstion. There was little change in these cata-
goTiss during 1939, '

Tha T10-millicn-dollar rise in guaranteed obligntions
resulted largely froan » net inerenss in Reconstruction
Financa Corporation issues of 585 million dollars {plus
2 million of acorand intareat), the proceeds of whieh
were n2ed to retire indebtedness to the Treazury. The
Commodity Credit Corporation flsated a nota issue of
200 million dollsrs and the United States Housing
Authority an issue of 100 million for the purpose of
finanaing thair eurrent loan transactions. The out
standing guaranieed oblicationa of the Fedaral Farm
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Mortgape Corperation, on the other band, declined
by 116 milhon dollars, aad those of the Home Owners’
Loan Corporation by 76 miftion,

'There was little change during the year in the pri-
vaiely owned proprietary intereat iv the corporations.
This intarest is confived to capital-stock holdings in the
Federal land baoks, the Federsl Deposit losurauce
Corporstion, :md the Federal home loan baoks, plue a
amall amount in the banks for aaopemum The
declice of 234 million dollars in the proprietery interest
of the Federal Government was largely the result of the
shift in Reconsiruction Finence Corporation finencing
of 742 million dollars, Thiz wes offset in part by 2 rize
in the miscellaneous category and the Tepnesses Vallay
Authority.

A general indication of the types of loane made by
the corporations aod egencies is provided by their
nomenalature, However, o specific bresk-down by type
of borrower is presented in table 22, Ttwill be observed
that in the yeor ended November 1939 the classification
of erop, livestock, and commodity loans showed by far
the lergest inerense—380 million dollare. Farmr mert-
gage loans fell by 146 million doflars, and urban mort-
gnge loans by 64 million. In order of size, $he largest
" outstanding categories were farrt and urban morigage
ioans, crop logns, and loans to (or purchases of capital
stock of) banls, railroads, and building and lean
sasoctations,

Takls 22 —Loane snd Capite] Stock Hn'l‘dlmul'ﬂmmmtnt Corporations
Fnd Credit Ajencles By Typs of Borronaer, Nor. 3, 1939
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The balsnce sbeets of the corpomticns end agencies
by no raeans show the full scope of their netivities during
the course of tha year. New loans wers constantly
being made and old loans wers being repaid; the
wmounts ontstanding on ooy one date and the net
change from one yvent 10 the next vaderstate the extent
of thelr lonp opearations, Similady, i the epse of some
agenoies the loan and inveatment transaotions conalitute
zmerely on incidents]l part of their activity. This is
uotably true of the insurance corporations.  Af the end
of 1939, the Federal Housing Administration bad oui-
standing insurance on mortpages with o botal valoe of
over 3,050 million dollars; this represented an inorenss
of 050 million for tha year 1939, In the case of the
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United Statex Hoosing Authority, whils project ad-
vipoes to the end of November 1832 amounied to 107
million dollars, the total loan contract commitments on
those projects were 549 million. Additional commii-~
ments, ¢n which no advances bad been made, nmounted
to 188 million dollers, and earmarkings toteled 130
miltion. Furthesmore, the United Siates Housing
Authority bhas agreed, in ¢onnection with an arrange-
ment inaugurated in November 1939, to refinance 51
million dolars of local housing-authority notes Hoated
privately.

Cash Incomea and Quitde.

Az has been indicated abowe, the budget operations of
the Federal Government alone do not give a complete
picture of the movamnmts of essh into and out of the
Foderal Treasury, The growing importance of the
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sycial-insurance accounts and the segregation of certain
self-finencing credit ageocies and governmentsl cor-
perations must alzo be considered,  To 3] thia peed, the
Treasury has cormpiled a series designed to show ite
cash incoms and cutgo, excluding public-debé transac-
tions other than redemptions of adjusted service bonds.
This scries, slightly smoothed, is shown n figure 32,
Cash outpo declined shayply from the muddle of 1928
untik 1938 largely becouse of the peak in the smnmer of
1926 when the adjustod service certificates were paid.
(lash in¢ome, on the other kand, rose sharply in 1537,
with the result thet ihe sxcess of cash outgo, from =
highk &t the thna of the prepayment of the adjusted
gervice certificates in the middle of 1036, was converted
into an axeess of ¢ash ineome in several months of
19587, In 1937 as & whola, the ensh daficit fell to 3%0
million dellars. This sharp decline was reversed in
1938, Disburssmants inorensed in 1938, whils receipts
felt, This movement confinned into 1920 and con-
sequently the cash daficit in 193D exceeded that of tha
preceding yeor hy 1,285 million dollars.
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International Trade and Finance
Balance of Payments

The broad features of the balance of international
payments of the United Stoates in 1938 were reproduced
in 1959, (See cable 22 and fizure 33.) The unusually
large surplus of merchandise exports over imports in
thess years was oflset to only o minor extent by net
payments to foreigners for various services, The
resulting excess of receipts by this counlry on trads
and service account, coupled with an iaflux of capital
funds from abrond, was respansible for a heary inflow
of goid in continuation of the extraordinary movement
begun in 1934.
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In point of relative magnitudes, the merchandice
trede balonce was reduced rom §1,133,000,000 in 138
to epproximately $850,000,000 in 1439, or by 24 per-
cent; while net payments to foroigners on sarvice trans-
sctions, ineluding interest and dividend items, were
only slightly changed from an estimated $107.000.000
to $132,000,000. The influx of capital in 1932, 23 indi-
cated by available data (see p. 49), was roughly four
times the volume reported for 1933; and, wholly as a
consaquence of the increase in the copitol movement, the
gold mflow rose to no unprecedented fgure of $3,040,-
000,000 in 1938 from $1,640,000,000 in the previous
year, The struciura of the balance of payments in the
two periods differed in cne significant respect. In
1938, the principal factor affecting the gold dow was
the excess of commodity exports, with the net capital
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movement, becausa of major opposing trends within
the year, playing s subgrdinate rele. In 1939, the
transfer of cepitnl funds to the United States was
clearly the primary influence. By contrast with the
preceding several years, however, the resulis of trede
and service transactions in both 1935 and 18§35 cone
tributed substantizlly to the ehiit of rold to the United
States, whereas in the years 1934-87 tha inflow of
capitsl was the dominant or sole facter opernting to
draw gold from other countries.
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Mearchandise Trade

As indicated in table 24 and figure 34, the increese in
tota]l meorchandise exporie in 10839 as compared with
1938 was entirely the result of larger shipments during
the zecond half of the year! From Junwary through
May, exports were bolow the Ievels of the proceding
Fear. Besinring in June, thay ross shove shipments in
the corresponding monthe of 1032 by o marxin which
widened to 37 parcent in December. For the yoar as
& whols, bowerar, the ineresse in the value of exports
was only 3 percent and the nggprepnto was smaller than
in 1937. Merchandisa imports in 1939 wers consjst-
ently largar than in 1938, as a risinp trend, parallaling
the courae of industrial produetion, carried import trade
up from the low point of mid-1938. The increasze for
the year waa approximately 18 papcent. The physical
volume of foreign trade rose bout § percent, in the enzs
of exports and nbous 15 percent in the case of imports.

Ve oo ‘Trsads ko Yoled Gtetes Brpont Trade, Survey of Comwent Bogloeg,
lanuary 194G
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Price changes tendad to reise the valwe of imports
throughout 1880 and ¢ depress the valus of exports
wotil the sharp rise in export prices during September.
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The comparative trends of expord nod muport prices,
shown ia figure 25, indicats that the tarme of inter-
nationsl trade have become less favoerable to: the
United States during yrecent years; that is, the coat of
gonds imported into the United States oxpressed in
terms of domestic goods exporied has risen. This
development, which is faitly typical in & period of
generally expanding internetional trade for a country
axporting chiefly manufactured articles and importing

terms of frade temporarily more favorabla fo the
United States,

Lower dollar-axchangs raies for foreign cuxrencies,
shown in figzre 36, Botably for the pound sterling and
the French frenc, contributed to the downward move
ment of mport prices during the first three quarters of
1988. To the early part of 1939, however, ths unit velue
of imports rose, while the prices of forvign currencies in
New York remained fairly stable., In Saptember, when
rates for the poumd and associated units reached levaels
approximately 14 percent below those of July, impord
prices nonstheless increassed. Iz hoth instences, of
course, the increase 1b Import prices was dus (0 6 rise In
the foreign-currency prices of imported goods. As sug-
gested by the data in teble 25, the effect of the depre-
ciation of foreign currencies on import prices and the
terms of Infernatioosl tonde has been largely o7 entively
counterbalanced since Septamber by the rise in internal
prices in neutral as well as in belligerent couniries.

Although detailed retums for 1985 reveal significant
changes in the character and direction of United States
export trade, the outbrenl of the war in Europe had
gonsiderably less effect upon pxports than (te judge by
domestic reaotions io the events of Jeptember) was
generally anticipated. Shipmenta of goods to foreign
countries had advanced prior to the outhresk of war,
and the incresse from September through Novembar
was of little more than ssgsonal proportions. In De-
cambar, howaver, there was & sharp guin. Tha in-
crenpes after September did not acour in trede with
the United Kingdom and Francs {despite their large
purchases of sireraft, metals, and other war supplies
in the United States), but were almost entirely the
comeequence of incressed exports to the Ewropean
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neatrals snd to couniries outside Europe. FPurchases.
oi United States merchandise by the Scandinavian
coupniries rose by no less then 67 percent over 18538;
those by Canade increased approximeately 43 percent;
and {or latin American countries the gain was 42 per-
cept. Direct shipments to Germany, already mate-
riolly redunced during recent years, felf to meghgi

properiions. -
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Figure 34.~lodexts of Priooy of 40 Foreiga Currencha in Mew Tork, 194
and 1949 (0. 5. Treasory Departeient).

Exparts to the United Eingdom and, until December,
to France were on much the same scale as in 1938,
The reducad importance of the United States as & sup-
plier of foed and row materigls to Europe, the grenter
sedf-sufficiency of the British and French Empires, the
anticipation of present war needs through the building
up ¢f reserve stocks, the abseace of destructive land
opatations, nnd the speed with which wartime controls
were imposed by the bellipevent powers account for the
failura of the export trade to sxpand quickly and for
munior differcnces botween the outlock for export trade
in 3914 and 1029, Befora the end of the year it was
apparant that the Allied Powers, in addition to cutéing
off direct trade with Germany and resizicting troade
with neutral countries eomtiguons to Germany, were
keeping st » minimum theit purehases in the United
States of nonessential commodities or of commodities
which for economic or political ressons could be ob-
toined more advantageously ekewhere. Thus, for
exsmaple, imports of Americon tobaceo into the TUnited
Kingdom, hitherto the principal foreign market for the
product, were eharply curtailed and them shut off el-
together. On the other hand, heavy Allied demands
for manufactores such ns airplones, machine tools,
petralewm producis, and motor trucks were avident in
export retoms for the closing monihs of the yeor.

In December, shipments {particulardy of sircraft) to
the Europesn belligerents motexinlly affectad the ex-
pori fotzl, which reached the highest point =ince
March 193¢, General imports were larger dhan in any
monch since July 1937, hut the balance of exports—
$120,000,000—excceded that of any month zincs Oeto-
ber 1229, DBesidez the rize in shipments to the United
Eingdoxn ard France in December, there were con-
tanued substantial gnins in export trade with all world
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aress s compared with 1938 results, or, in the cases of
northern Worth Americs, Latin America, and Asgia, as
compared with 1937 raturms. The sharp increase in
cotion exporis in December, tagether with large ship-
ments during the preceding 4 monihs, offset the small
movement during the first half of the yoar and brought
the total for the year te the 1938 lovel. Exports of
agriculturs] produciz e a group dropped during 1239

‘Table 2. —Dollar Exchaogts Bates and Whelezale Prica Moremengy in
Scleceed Cauntriea, July and Decombar [3V
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IE:::ITE E]aguﬂ Wiﬁ“ﬁm‘ﬁmm’“' surranay Talud, for Tokked
largely a5 o consequencs of raduead shipments of grains,
which had heen in heavy demand in 1937-38, and of
leaf tobaecco and feoit, both of which came nnder wor-
time restriction. Inersnses in exports in 1939 as o
whole, 23 well as during the lest 4 months of the yvear,
were aoneentrated larpely in manufsetured products,
especially metals and manufectures, siroreft, machin-
ary, lubricants, and chemicals.

Service Tranzsactions

Preliminary estimates indicate that net payments by
the United States to foreigners for servicez wers some-
what increased in 1939 as compared with 1933. The
higher volvme of merchandise imports, the restrictions
g probibitions placed vpon the operadions of Ameri-
can vasgelz under the provisions of neuntrality legisla-
tion, and tha jump in ocenn freight rates Following the
outhraak of war in Europe, el iended to incraasa pay-
ments to foreigners for ocean freight. On the other
hand, outlays hy Tnited States residenis for foreign
travel, although reduced from 1928 levels, were not
seriously affected by the virtual stoppage of outbound
iraffic to0 Eurcpe, which ococurred afier traval to the
Contiment was past its sessonsl pezk. Expenditures
by American travelerz in Cnoads and Mexico were
about the seme In 1939 as iz 1938, Foreigoers visiting
the Unitad States spent o larger ageregete sum in 1939
than in the preceding year, eniirely 88 a result, however,
of larger outlays by visitors from oversans.

Net incomwe from foreigoers on interest and dividend
account, while continuing to reflect the substantial
creditor position of tha United States in respect of long-
term investments, was reduced in 1939, partly as a
consequence of smaller raceipts of interest on American
holdings of foreign dollar hends. 'The retxun on Ameri-
enn direct investments abroad was not much chnoged,
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g0 far as available indicationa show, Paymenis to
foreigners during 1939 on intarest-and-dividend account
were probzbly semewhat higher than in 1938, not be-
cauze of the henvy inflow of capital during the year
(which was lorgely o teapsfer of foreign funds into
baiances on which no interest cen be poid rather than o
shift 1 investments of actual or prospective earning
capacity}, bt beesuss of an improved dividend rate on
foreigm Loidings of dormestic shares.

Among other service transecfions, parsooal remit-
tances to foreign countriee by alien and other residents
of the United States declined during 1039 by approxi-
matealy 10 pereent from 1938 eatimates.

Gold and Silver Movements

The rate at which foreign pold has moved to the
United Stotes in recent years has been & fairly accurate
mwensure of the explosive potentialities of pelitical
developments in Europe. The inward gold movement,
serving &5 the vehicle for the transfer of sapitel funds,
assumed extremely large propertions in the autumm of
1934, when lialy undertook the subjection of Ethiopis.
Tt regcted sensitively to the shifis from one finsncial and
political cxisis to ancther in France duzing the frst 9
months of 1936, became kighly accelerated at the time
of the Munich conference in September 19588, and
finally in 1939 reflected u flight of capital from Europe of
auch proportions pa anly the apparent inevitability of
war coatld induce.  This inpowuring of gold from foreizn
countries during 1959, which added $3,046,600,000 to
domestic monetery gold stocks, was for in excess of the
previous record inflow of $1,739,000,000 in 1935,
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Total receipts of gold from foreign sources in the
years 1934-89 amounted to more than $10,000,000,000.
{See table 28.}) Duning each of the yenrsin this period,
the inflow from sbroad exceeded world production oui-
gide of the Unitad States, elthough output was consder-
ably increased. Nearly three-fourths of iotal imporis
of gold inte the United States in 1939 came from
aeewnuleted reserves or from new produstion in the
Enited Kingdom, Cangde, and other British countries,
which together control two-thirds of the world’s output.
Eecaipis [rom the Europest neutrals wera sxcoptionzlly
heavy during the yesr, and theso irom Japan and from
producing arens in Latin Amerien continwed large.’
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In addition to shipments of gold to the United States
for imioedinte conversion into dollar balances in 1939,
large amounts were imported to be placed uoder ear-
mark for loreign account during the months preceding
the outbreak of the war in Eurape snd wgoin in Decenr-
ber. Theze depesits of gold for safokeepinr or for
{uture conversion into dollar balonces raised the fobal
amctunt of gold held o this country under loreign
ownership from £320,000,000 at the end of 1838 to
£1,288,6:00,000 on July 31. These resources were drawn
down during the succeeding 4 months by $325,000,008,
burt further additions in Detember brought the aggre-
gata to $1,183.000000 at the end of 1930, Both the
heavy inflow of gold altar Auvpust (agrregating nlmost
$1,000,000,000), agninst which thera was no visibls
sceumulation of dollar balonces, sod ths building up of
enrmarked stoeks jn Depamber revaaied tha extremely
heavy requirements, sither current o prospective, for
doliar exchange to meet commitments in the Unitod
States by foreign goveromenis and others.

Nat importz of silver in 1939, amounting to about
£70,000,000, were the smallest in § years and only about a
third of net receipis in 1038, Comnlative et imports
ginca the baginning of 1954, representing for the most
part purchases by the Treasury in aceordancs with tha
tarms of the Silver Furchaze Act, reachad nearly
$1,000,000,000 by the end of 1938, Tu effect, these
receipts of siver from foreign sourcas absorbed the
whole of silver producticn onteide the United States ag
well as very substaniial sums coming oué of existing
stocks in other countries.

Capital Movements

Two pericds of extreme internaticnal tension in the
first ® months of 1938, the laiter culminating in war
in Europe, caused & reported inflow of capital into the
TUnited States of §1,179,000,000, as reflecied in figure 37.
The arerage monthly rate of flow thus substantialy
exceeded the rate during noy of the four preceding yenrs,
Bighty-five percent o! ibe aet copital imports took tha
forrn of foreign short-term banking and brokerage
balances in the United States, incressing the total of
such investments to $3,1905,000,000 as of September 27,
1939. Foreign long-term investments declined slightly
to $5,635,000,000 az of this same daie, a5 & result of
pet sates of Uniied Sintes securities by foreigners
amounting to $46,000,00), On balance the changes
thegze two items aceount for an inereaze of nbout
$550,000,000 in foreign investments in the United
Steies during the first three quarters of 1936,

United States short-term iovestments in foreigo
countries were affacted by the withdrawal of $157, 000,000
of banking shd brokerags funds from abroad, bringing
the total of such investments in foreign sountriss down
to $532,000,000 ot the end of September. In addition,
American portiolio investments abroad wera reduced to
$3,950,000,000 by reported net foreign purchases of
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foreign seenrities totzling $87,000,000, The combined
effsct of a1l these four elusses of capital movements was
a substantinl reduction in tha net ereditor position of the
{Inited States.

January, February, snd early March of 193% were,
as regards copital movements, a coniinuation of the
last 3. months ¢f 1938, in that they were not domi-
aated by politieal erises, There was, bowever, consid-
prable uncertainty, and this was reflacted in pressure
on sterling, which in November 1938 dropped from
$4.75Y% to $4.63. Sterling recovered early in December
to $1.70, but leveled off apain and reached $4.624 on
Japuery 8. At this peint the British Govermment
took siepe to protect the exchange by placing informal
restrictions -on the operations of speculators and by
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strengthening the position of the exchange squalizatian
sccount. For & time these measures seemed to be
effective. However, wealnesses in some neudral our-
rencies soon becnme evident, Lade in Junuwry and
in February the Duich guilder was subjested to
éapecinlly heavy pressure as a result of the outilow oi
refugee funds apd remiittnnces of the proceeds of several
foreign loans, The belgs was affected adversely by
cabinet diffewlties, Capital and gold ware exported
from the Natherlands and Belgium in [arge volume.

Foreign Official Balances Inrreassd.

About the middle of March the motivation of copital
movements changed. Oz the 15th, Cormany invaded
Czechoslovakia and the vorest which followed induced
a reported capital inflow averaging more than $75,.-
000,600 & week during o 8-week poriod. The invasion
of Czechoslovnkia and the pressure on Rumania ¢aunsed,
first, the ostentaticue dropping of the appeasement
policy by the British Government, and, sccond, the
formulation of n systam of Europesn alliances and
guarantess by England and France,

The vast rush of European capital to the United
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States in search of safety had subsided, or worn itself
out temporarily, by early Mny. After that time cap-
itel movements, instead of being almost eotirely an
inflaw of private funds, seemed to be dominated by the
flow of foreign-government and central-bank funds.
From April 26 to September 27 the deposit liabilitias
to foreign banks of member kanks in 101 cities reporting
weekly to the Federnl Reserve Board, whick mclude
the nccounts of foreign individvals and commercial
banks, rose about 18 percent. During the same peried
the deposit linbilities of the Federal Resarve Banks to
foreign central benks incressed 108 percent. Approx-
imately the swme 5-month period saw a net increasze in
gold earmarked for foreign account at the Federal
Resarve bonks amounting to $365,000,000, The iotal
gold so held at the end of September was $1,133,000,000,

These developments pointed to a poliey of building
up reserves of dolley purchasing power on the part of
neutrals as wall a5 of balligerents. As shown in table
27, sach couniry or ares except Germany and Jtaly
inereased its short-térm assets in this country, Ae-
counte for the United Kingdom, Firanse, and Canada
ineressed $424 000,000, or about 50 percent, as shown
in table 27. The accounts of Europesn meutrals in-
creased $260,000,000, or about 60 percent, while those
of Latin Amarica and the Far East increased $186,000,-
{0, or shout 25 percant, Az conditions in Poland
approached a crisis and wer feers became greater in
Avugust, a flight of capitel spain ocourred. This time,
in order to conserve gold resources gand penalize ihe
export of eapital, the British ciliciel aupport was with-
drawn from the erchange market. Asg a result, sterling
fall from $4.60 on August 25 to $4.12 on August 28,
recovering by the end of August to $4.40, only to fall
upot and after the opeaing of the war to 34 and below.
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Transactions ih Domestic Socuritio.

Totn! reported forelgn transactions in United States
securities from January through September resulted
in net sales of 346,000,000, At the same time that the
United Kingdom was huilding up deposits in_American
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banks, it was eelling United Statez sscurities. Net
snlez by the British ccewred in seven of ihe nine
months and aggregated $64,000,000. They wera pay-
ticularly heavy in Januvary, when the British Govern-
meni exhibited n determination to support sterling
axehanpe, and in Septeraber, the first menth of the war,
Canada, France, (Germany, and Itely also so0id Tinited
States pecurities on balsnce during the first three
quarters of 1939, whereas all other countries and areas
were net purchnsers.

Controry 6o the reaction to the opening of the war in
1914, the stock market experianced s substantial rise in

Beptember. Stock price indexes advanced 14 percens |

during the monéh, ‘The Tnited Kingdom was o large net
seller dunmg the last 3 weeks of the month, while the
Netherlands, Switzerland, and the Far Bast were net pur-
chasers during the first 3 weaks in almost egual volume,

It is not possible at this time to estimate the long-
term effect of the war on the prices of Amarican sacori-
ties. The Lquidation of Eurcpean holdiogs which will
undoubiedly ocour if the war iz of moderate or long
duration will axert a depressing effect on pricas, whereas
the stimuletion of production in this couniry as » result
of latger foreign eorders will tend to counteract that
downward pull. Tt was apparent as early as inst July,
however, that the British Qovernment appraciated the
imaportance of American investments and would take
measures {0 iosure an orderly liguidation in the avent
of war, It wos ot that time that the Goverument
instituted a study of the holdings of British investing
ingtitutions. ‘This was followed on August 27 by a ban
on the sala of certain foreign securities, including those
payeble in dollars, and by ar order that all investers
report their holdings {6 the Bank of England. On
Septamber 17 the French Government deersed that
French holders of funde or property abroad musi
declare them to the Government by December 1.
While these measurez do not strictly mvolve mobiliza-
tion of foreipn assets, offher mepsures of exehange
control restrict the sale of such assets. Furthermaore,
it is likely that if the need arises, belligeront and aven
neandral povernments will mobilize ail the foreign sesats
of their ¢itizene in order to eonsorve all possible doliar

purchasing power.

Awegican-Owoed Funds Repadriated,

Amarican-owned short-term assets in foreigu coum-
tries were redueed more sharply during 1939 than in
any year since 1935. 'The reduction of $157,000,000 by
the end of September was accomplished without inter-
ruoplion except for July., Reductions which cecwrred in
o]l areas exeept latin America bear wiiness to the
efforts of American banks to aveid the risk of haviag
large assets tied up in sreas greatly affected by war.
Bubstential reduetions were again Teporied in nsseta in
Germany throughout the vear, snd in noticenble volume
in the United Kingdom in March and April.
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Transactions in foreign securitios during the Jenuary-
September pericd resulted in net purcheses amounting
to $87,000,000. They were probably restricted largely
to talking care of maturitiss, New foreign issnes offered
publiely in the Tnited States were confined to three
Canadian isaues—two FProvioeia]l and obe corporata.
Accordng to preliminnry estimates, only about $35,000,-
000 of the $32,000,000 par value of these issnes was for
naw capital, the ramainder being for refunding pur-
poses.

Folitical and Economic Factgrs.

At times the flow of eapital to the United Stutes
during the last § years was inducad by purely econvmic
condiions, dornestic and foreign ; ab other times national
politiosl evants cavsed specinl moverments of more local-
ized importance yet of considerable wolume; and,
ngain, world political crises leading o threats of war
became the principal influences. These infusnesy did
not always operats separstely. In fact, they wers
paneraliy associnted, although often in & rather brond
gange, 'and with one usually in the dominent role.
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Without evidence of advancing business in the
Uoited States, particularly as reflected in rising security
prices, the large net foreign purchases of Amaricen
stocks and bonds in 1936 and escly 1937 probably
would not heve tulen place. Nevertheless, the reces-
sion in the summer and fall of 1937 did not iramedi-


file:///vitness

February 1040

ately result in et sales for any extended period.
Foreigners did sell on balence daring the first 6 moenths
of 1238, (Seafig 38.) FEoconomic conditions in France,
in particulsr, were at the bottom of the intermittent
financial nod political exizencies which featured French
developments for saversl years and therelore were
important factors in the flights of French capital.
Economic conditfons were likewise imporisnt as coo-
tributing factors in the politiesl siress and capital
movements of other countries.

The large movernents of shori-term banking funds
to the United States preceding the devaluation of the
helgn in Mareh 1935, the gold-bloe diffcnities which
both proceded and Followed that event, and the frane
devaluation of Septomber 1938 were, in their origin,
motivatad by economic and politiesl forcea, Thess
mixad fingneial and politicel factors had their principal
affect in the fow of short-term capital rather than in the
longer-term securities movermenés,

The mors purely political influences resulted primarily
in the movement of banking funds. The fow weaks
preceding the eritical eonditions in Ewrope in Septena-
har of 1938 sud, to & much lesser degree, in March of
1938 and 1939 wera characterized by net eales of
United States ssourities, spparently in snticipation of
a failing market in the event that war resnlted. In
each insinnce, bowaver, these were quickly followed
by neb purchases of &t Jeast equad volome.

Capita]l and Gold Movements GClosely Ralatsd.

Nai capital imports into tha Thnited States from the
beginning of 1935 to Sepiember 27, 1939, aggresated
$4,95%,000,000, wnd net gold imports, including changes
in earmarked gold, totaled $8,176.000000. Part of

the difference between these two figures is caused by .

the inebility to get reports on certain types of capital
transactons. During the firet % monihs of 1939, net
capitel imperts totaled $1,179,000,000 and gold imporis
$2,3581,000,000. It seems likely that in the future to a
considerghle extent, as has happened in some instances
in the past, gold will be shipped to this country for the
purpose of maintaining dollar balances as these are
consumed in makivg purchases in thiz country. The
relationship between the two movements—gold and
capital—may be obscured by the use of net figires and
the more apparent relationship will be that hetween
* gold rpovements and net merchandise exports. In
other words, the bank aceounis into which the proceeds
of the gold imports might be placed may nod reflect
thess sums becauee they will be drawnm upon concur-
rently in order to pay for merchandiss exporta.

Internacionsl Investment Poslilon of United Scates.

World conditions during the years 193539 Lave
besn such as to induce capital to flow to the United
States in lerps volume each year from all partz of the
world with eorrespondingly large chenges in interna-
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tional investmenis. The net reporied inflow of capital
from Januery 2, 1835, fo Septamber 27, 1939, ageregaied
$4,959,000,000, as shown in figure 39. About 63 per-
cent, or $3,117,000,000, of the capital which has coma
to the United States during this period has baen banl-
g osod brokerage funds. Part of these funds have
been American-owned and, az a Tesult, the foreign
aseats of American benks and brokers wees reduced to
lezs than holf their previous wvolume—that is, from
£1,234 000,000 t0 $532,000,040. On the other hend,
the inflow of shord-term funds multiplied the foreign
liabilities of these institutions almost five times—from
$679,000,000 to $3,195,000,000,
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At the end of 1024, foreigners had sccumulated o
portfolio of investments in Tlnited States stoeks and
bonds totaling $2,089,000,000. The net purchases in
5 yeara of active trading agoregatsd ¥$1,162,000,000—
& little xore than holf of the previously accumulated
holdingz. Through these net purchases and changing
market prices, foreign holdings ot the end of September
1939 were esiimated to have increasad to $3, 200,000,000,
Foreign ownership of subsidinry and branch snterprisas
{direct investmen =) brought the total long-tarm invest-
memts to §5,635,000,000 (table 280,

Fourteen percent (2677.000,000) of the nei capital
inflow into the United States during the period in
fuestior went into net purchases of forsign securities
in this market. Most of these purchases reduced Ameri-
can holdings of foreicn dollar bonds, with the resvls
ihat the par value of such investments wns reduced
from §5,286,000,000 ot the end of 1934 to about §3,950,-
000,000 ai the end of Seplember 1939, TUnited States
direct investments In forelgn countries wern estimated
at 37,100,000,000, Itis at once apporent from the daén
regarding forcign securities that net purchases by for-
eigners were made at prices averaging around 50 poreent
of par. Many of the purchases were made by investora
in the imsuing and other foreign countries who were at-
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tracted by the low prices at which particolar issues
were selling in this countey, Some purchases, however,
were sinking-fund and redemption purchases made in
accordance with the provisions of the bond indentures.
Bome of the rademptions, such w= those by Canadne in
1936 and Argentine ia 1937, were mado belore matority
and wera the means by which forvign countries were
able to reduce their axternal debis.

The net creditor position of the United Steies on
long-term and shori-term ioternationn]l investmeais,
excluding the war debis, amounted to $8,404,000,000
ot the end of 1934 and to $3,876,000.000 at the end of
1933. QCapital movements during the first threc quar-
texa of 1939 followed the trend of rocent years and
cauzed o further Jarge reduction to 52,752,000,000 ot
the cnd of September 1933 (Seo table 28.) The in-
flow of short-term capital, consisting of banking snd
brokerage funds, was responsible For all of Lhe redue-
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tion in the net creditor position of the United States in
1939, 1t was elso the most important facter during the
yours 1935-38. However, there were over fhis poriod
large incresses in foreipn holdings of United Stakes ze-
curitics and stitl lerrer reductions iy American holdings
of foreifn sepuritics,

‘Tubfe H.a=iintred States Faternatanal Investments, End of 1934 and 1928
aivl Sentemibar 1839
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